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INTEREST-RATES AND THE PACE OF INVESTMENT 

' It was until recent years an accepted doctrine that changes 
of Interest-rates powerfully influence the pace at which enter- 
prisers, all taken together, extend or improve their equipment. 
But this opinion has lately been challenged by the testimony of 
enterprisers themselves, given in response to systematic enquiry. 
Some simple developments of theory can, I think, resolve the 
apparent contradiction, and this it is the purpose of this article 
to attempt. 

The rationale of the doctrine is simple. A piece of equip- 
ment is bought because the buyer hopes that its use will at some 
future time bring in sums of money exceeding those which he 
will have concurrently to pay out in order to use the equipment, 
and that the net amounts by which the gross receipts exceed the 
associated outgoings will together be rather more than equal, 
when allowance has been made for their futurity, and for his 
doubt as to the correctness of his estimate of their size, to the 
immediate purchase price of the equipment. Let x years be the 
futurity of one such net amount or “ net return ” whose size he 
estimates as c ; and let 100 r per cent, per annum be the rate of 
interest which can be had and must be paid on cash now lent 
for x years, where due payment of interest and principal is 
treated as certain. Then the equivalent in spot cash of a sum 
due in x years, if its size w r ere known exactly and for certain to 
be c, would be P — c(l -j- r)~* = ce~ px . But in fact c is only an 
estimate or conjecture, and in order to allow for his doubt of its 
correctness the enterpriser must multiply it by a second coeffi- 
cient. This doubt will differ in degree for different values of x, 
and the second coefficient must therefore be written s = «(*). 
Thus the equivalent of c in cash free from doubt or deferment will 
be p — cs(x)e~ px . Since the enterpriser need not run his plant 
at a loss, we can assume that c is non-negative for all. a;, and if 
we assume also that p stands at one and the same level for all x, 
we have for the value he sets on an instrument which he has in 
mind to buy 

v — J c{x)s[x)e~ px dx. 

1 0 
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c(x) may be looked upon, if we will, as that specific guess or 
estimate (regarding the size of the net return whose futurity is x) 
which has more to be said for it than any other guess in the light 
of the enterpriser's existing knowledge ; this estimated size is then 
multiplied by a coefficient s(x) f which will usually be less than 
unity, to bring into the reckoning the enterpriser’s awareness of 
the insufficiency of his knowledge. The distinction between^ 
these two influences on the size of the sum of money which, if it 
could be looked forward to with certainty, would be equivalent 
in the enterpriser’s mind to his misty prospect of the net return 
which the instrument will yield at a date x years hence, is 
blurred and imprecise. Under which heading, for example, are 
we to put his general awareness of the inventiveness of mankind, 
which, though no smallest sign may yet appear of any invention 
which would render the proposed investment obsolete, yet warns 
him that this obsolescence is possible or even likely? It is on 
such ground as this that I prefer an altogether different con- 
struction, for which, however, I have not yet been able to obtain 
sufficient critical attention to justify its use here. 

One further matter must detain us for a moment. We have 
spoken, by implication, of the coefficient e~ px y by which each net 
return c(x) is to be multiplied, as an allowance for “ futurity.” 
Below we shall sometimes call this allowance “ time-discounting ” 
and refer to p as the rate of “ pure ” interest. These phrases 
mean no more than that, because interest greater than zero can 
be obtained on loans which are regarded as free from risk of 
default, a future sum c is the equivalent of a present sum smaller 
than c, when the due receipt of both is undoubted . Since this 
reason for discounting given future sums is entirely independent 
of any question of doubt concerning the size of such sums, we 
need a term to distinguish the former reason, and accordingly use 
the phrases we have mentioned. Interest on loans free from 
risk of default is compensation for sacrifice of liquidity; com- 
pensation, that is to say, for accepting the possibility that the 
market value of the “ paper ” received as evidence of the loan 
will fall, hot through any fear of default, but through a change 
in the terms on which loans can be obtained. This is a risk of 
a sort entirely different from that concerning the eventual size 
of payments to be received in the future ; and it is a matter 
with which we are not concerned, for our problem concerns the 
effects , and not the causes , of pure interest-rates. 

Let u be the purchase price of an instrument of the kind the 
enterpriser has it in mind to buy, and y, which we will treat as 
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continuously variable, be the quantity of such instruments 
ordered by all enterpriser^ in a unit of time. Then the con- 
ditions of production of suoh instruments being given, we have 
u = u(y), and the pace of investment in instruments of this 
type, before allowance is made for concurrent depreciation of 
those already in existence, is z = uy per unit of time. On 
account of their differing beliefs about the course of its future 
net returns (the form of c =■ c(x)), different enterprisers at any 
one time will assign different values to such an instrument. If 
these different valuations are arranged in descending sequence, it 
can plausibly be suggested that the orders placed for such instru- 
ments in any one unit of time will go just so far down this list 
that the price u , which will be higher the larger the number y of 
orders concurrently placed, is just equal to the least sanguine 
valuation which actually yields an order. Let us then mean by 
v the least sanguine of current valuations which actually results 
in an order, and accordingly assume that at all times u = v. 
We can then write y = y(v). We are now concerned with three 
elasticities : 


that of v with respect to />, namely rj vp 


dv p 
dp v' 


that of y with respect to u = v, namely 


dy v 
dv if 


that of z ~ uy = vy with respect to p, namely 

__dz p __ d(vy) P 

~~ dp z~~ dp vy * 


We have : 


d(yy) p 
dp vy 


Vo 


dv , dy 

jpy+4 




dyp dy v dv p 
dpv ' dvy' dp v 




+ %r)- 


If we prefer to define the pace of gross investment in instruments 
of a given kind as the quantity of them produced in a unit of time, 
rather than as the money-value of this quantity — that is to say, 
as y rather than as uy — then we have 


= dy P== dyv dv P== 

^ rp dpy dvy' dpv ^ yv ^ rp ‘ 

Thus under our assumptions the elasticity, with respect to the 
interest-rate, of the pace of gross investment in a given kind of 
instrument, whichever of the two definitions of this pace we adopt, 
is directly proportional to the elasticity, with respect to the 
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interest-rate, of the least sanguine current valuation of such 
instruments which yields a decision to invest. Since, as we 
shall immediately show, a fall in the interest-rate will raise all 
valuations, some of which were previously extra-marginal — that 
is, lower down the list than the least sanguine one whioh yielded an 
order — may be raised above the margin, and the pace of gross 
investment in instruments of this type will thus be increased. 
Since the same will be true of instruments of all kinds, a fall in 
the rate of interest, not counteracted by any simultaneous other 
change, must be expected to increase the pace of gross invest- 
ment in the system as a whole, and, if the only concurrent increase 
in the pace of depreciation of the whole existing capital equipment 
of the system is that arising from the increase of gross investment, 
there will also result an increase in the pace of net investment. 
It remains, in order to establish a presumption in favour of the 
doctrine that interest-rates influence the pace of investment, to 
show that they influence the values which are set on equipment. 
Let us suppose at first that an enterpriser treats the net amounts 
which will be earned by some instrument which he has it in mind 
to buy as known exactly and for certain; and see how under 
various assumptions as to the distribution over future time of 
these net amounts, the value which he sets upon the instrument 
will vary when the interest-rate is varied. 

The simplest of these assumptions is that the instrument will 
yield its entire net return C at a single instant of a known futurity 
of x years. Then its value will be v = Ce~ pr , and the propor- 
tionate change in this value due to a given proportionate change 
inp is 



This elasticity increases numerically in direct proportion to the 
futurity x of the net return, and the proportion in question is 
itself equal to the interest-rate. In so far, therefore, as the 
expected net returns from a capital instrument are concentrated 
near some one future date, its value will be more sensitive to given 
proportionate changes in the interest-rate, the more distant the 
date, and the higher the interest-rate itself. A rather more 
realistic assumption is that the instrument will yield returns, net 
of all running expense including that for repairs and renewals 
sufficient to maintain it in perfect condition, at a constant time- 
rate for ever. Then if this time-rate is c we have : 


v = 
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so that if a new level of the interest-rate is ^ times the old one, 

the new value of the instrument will be k times the old one. 
Could we, for example, reduce the appropriate interest-rate from 
3% per annum to 2% per annum, the value of an instrument 
expected to yield uniform net returns in perpetuity would be 
3 

multiplied by raised, that is to say, from 33 c approximately, 


or “ 33 years’ purchase,” to 50 c, or “ fifty years’ purchase.” The 
supply-curve y(u) of such instruments would have to be extremely 
inelastic (a condition quite the opposite of that which prevails in 
a slump) if such a rise of value were not to result in a large pro- 
portionate rise in the number of such instruments produced in a 
unit of time. For small changes we can express the matter in 


terms of elasticities. We have ^ = 


and 


dp p* ~ dp' V 

The elasticity of the quantity of the instruments produced in a 


dv p _ __ , 


Table I 


L 

— for i 

v i \ 

Ap- 0 03-004. 

1. 

i 

A«> | 

— for 

v i 

Ap — 0 02-0 03. 

2 

— / — for 

V pi 

j Ap = 0 03-0 04. 

1 3. 

i 

— / — for 
«Y Pi 

Ap-- 0 02-0 03. 

I *• 

5 1 

0 025 

0 025 

0 10 

| 0 08 

10 

0048 

0 049 

0-19 

i 0 15 

20 

0 092 

0 096 

0-37 

| 0 29 

40 

01 07 

0 182 

0 67 

I o r>5 

80 

0 264 

0 316 

1 06 

i 0 95 


unit of time with respect to the interest -rate is i) w = rj yv 7} x? . 
Even, then, if T) yV) the elasticity of supply, is no more than + 1, 

a given small proportionate change in the rate of interest will 

produce an equal proportionate change, of opposite sign, in the 
pace of price-deflated gross investment in the instruments. 

The most realistic simple assumption is, however, that the 
instrument is expected to yield uniform net returns for some 
finite number of years and then be abandoned. If the expected 
useful life is L we have : 


v — cj e~ pr dx =?(1 — e~ pl ). 
1 u P 


Av 


In the accompanying table (Table I) column 1 shows — , where 

♦ h 

Av is the difference v 2 v x produced in v by a change from 
p — 4% per annum to p = 3% per annum, v t corresponds to the 
first and r 2 to the second of these values of />, and the useful life 
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L is taken successively at 5, 10, 20, 40, and 80 years. Column 
2 shows the same for an interest-rate changing from 3% to 2% 

per annum. Column 3 shows the quasi-elasticities — /— , where 

v i I Pi 

A p = p % — p lf p x = 4% per annum, p z = 3% per annum; and 
column 4 similarly corresponds to column 2. 

In this table we see, for example, that a fall in the rate of 
interest from a level of 4% per annum to one of 3% per annum 
raises the value of the instrument, when this is expected to yield 
net returns of a constant amount per year for L years and after- 
wards nothing, by 5% if L is 10, by 9% if L is 20, by 16$% if L 
is 40, and by 26$% if L is 80. It is clear that the percentage by 
which the value of a durable instrument is raised by a given 
reduction of the interest-rate — that is, the sensitivity of the value 
to such changes — is a strongly increasing function of the expected 
revenue-earning life. 

There is, then, a case for supposing that interest-rates should 
influence the pace of investment. Let us turn now to the 
testimony of enterprisers themselves. 

A very full account of the method and results of the question- 
naire enquiry, conducted by the Oxford Economists* Research 
Group in 1939, is given by Mr. P. W. S. Andrews in Oxford 
Economic Papers No. 3, to which the reader is referred. The 
results are summarised thus by Mi*. R. S. Sayers in the same 
issue : 

“About one-quarter of the business men gave some answer to the 
questionnaire. Of those who replied, about three-quarters statod that the 
terms (m the broad sense) on which loans couid be obtained had not affected 
their decisions to add to or maintam either fixed or working capital. One- 
quarter of thoao reply mg (about 6% of those asked) gave some kind of 
affirmative answer. 

“In assessing the significance of those results [Mr. Sayers proceeds] it 
is necessary to consider firstly whether the 25% who ropliod constituted a 
fair samplo, for our purpose, of the whole. Why, m fact, did the other 75% 
throw the questionnaire into the waste-paper basket? . . . My own guess 
is that most of the firms wore, as a result of their own experience, not con- 
vinced that borrowing terms make much difference to their decisions. If 
this guess is the right ono, we must obviously work on the assumption that 
tho proportion of business men conscious of the effectiveness of borrowing 
terms must be much lower than one quarter, though it may be rather more 
than 6%.” 

What considerations can we have omitted from the theory 
stated above, to account for its leading to conclusions that the 
facts do not seem to support ? A hint is provided by some of the 
comments which accompanied the business men’s answers. The 
following comments of six of them seem specially illuminating : 

A. “Any profit or advantage expected from expenditure on plant or 
repairs, or from varying the quantity of stock 1 hold, has greatly out- 

1 l.e , stock-piles of materials or products. 
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weighed the cost of borrowing or the inoome receivable by depositing 
surplus funds with bankers.” 

B. “If the estimated advantage from a projected extension is jeopardised 
by a 1% difference in interest, it hardly seems justifiable anyhow.” 

C. “ We are not generally affected by the cost of borrowing money and 
rates of interest, because we do not come to a decision to spend money on 
extensions unless or until we can see it will really be profitable to dc so. 
The interest either paid on money borrowed on overdraft or earned as 
interest would generally speaking be small compared to the earning power 
on any such expenditure.” 

D. “ Difficult to imagine a position in which interest-rates could have 
any appreciable effect compared with taxation, on plans for extension. 
Have for some time been considering laying down small amount of extra 
plant, but the proposition, which includes a considerable risk, can be 
attractive only if 50% return on capital value 1 is considered possible. 
Unless we get 33%, any extension is out of the question.” 

E. “If expenditure on new craft 1 were to be influenced by the cost of 
borrowing, the profit on the building project would be very much too low 
to render it a normal commercial risk.” 

F. “ Expenditure on plant extensions has been made only when the 
trend of business has shown this to be desirable. Question of financing, 
and rate of interest, has not affected it, as unless anticipated return were far 
in excess of such cost, the projects would not have proceeded to decision 
stage.” 

These comments all speak of an expected or estimated “ profit,” 
“ return,” or “ earning power ” which must greatly exceed the 
cost of borrowing if the investment in question is to be made. 
The reason for this requirement appears in the references, in 
comments D and E, to risk. We said at the beginning of this 
article that an enterpriser must allow for his doubt concerning 
the correctness of his estimates of future net returns by multi- 
plying each by a coefficient whose size will depend on the futurity 
of the net return in question : but we then, by assumption, 
excluded this doubt. Let us re-introduce into out expression for 
v a coefficient s =• s(#), and see what effect is produced by 
assigning different forms to this function. Let us first suppose 
this form to be such that s has the same value for all values of x; 
in other words, that the enterpriser makes the same allowance 
for doubt in regard to every instalment of net returns no matter 
what its futurity. In this case no difference whatever will be 
made to the sensitiveness of v with respect to p — that is, to the 
elasticity rj vp . For if 



we have : = {e^ipL + 1) - 1}/(1 - e 

which is independent of a. It is not, then, a matter of indiffer- 
ence what form is assigned to a = s(x), if we wish it to account 
for the meagreness of entrepreneurial reactions to the interest- 

1 J.6., capital cost. 

* Ships. 
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rate. We may assume, perhaps, that s < 1 for all x ; and let us 
put s = - . Surely the allowance for doubt will be better able to 


reduce the leverage of the interest-rate, if q is relatively large for 
those instalments of net return whose present value (when no 
allowance is made for doubt) changes by the largest amount when 
the interest-rate changes ? To discover some form of s = $(#) 
which will make the allowance for doubt the solution of our 
paradox, we must discover which these instalments are. 

When a reduction of the interest-rate raises the value of a 
capital-good whose earnings are expected to be uniform for a 
finite number of years and afterwards nothing, it is not the 
earnings of the nearest future years which contribute most to the 
total gain of value ; nor is it always the most distant. Let u be 
the present value of an element of net returns due at an instant 
x years hence, the size c of this element being treated as known 
for certain ; and writing u = u(p , x) = ce~ px let us study the 


quantity 



— (px — 1 )ce~ px . 


g- will have a stationary value 


a(|“) 

where — ^ an( f on ty finite solution of (px — 1 )ce~ px 


is x = - • We have also = pce~ px ( 2 — px ), which at x = - 

p CX l r r P 

1 $ lit 

is positive. Thus x -= - gives a minimum of ^ . Since what we 

wish to study is a fall in p, this minimum is for our purpose a 
maximum . If then, for example, p — 0-03 we shall find that the 
largest contribution to the total gain in value of the instrument, 
caused by a given (small) fall of p , is made by those instalments 
of net return which are due at dates of a futurity round about 

x ==~ = 33 years; or if p = 0*02, by those of a futurity about 

x ~ 50 years. 

The distribution of the total gain in the value of an instru- 
ment, due to a fall in the interest-rate, over the different periods 
in the assumed life of the instrument, is illustrated in Table II, 
where, however, for sharper contrast we have used a large 
instead of a small change of p, with the consequence of displacing 
somewhat the date of maximum effect. We again consider the 
effect of pure time-discounting alone on the value of a prospective 
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series of net returns whose sizes are taken as known for certain. 
Here column 1 shows the value, discounted to some one point of 
time standing for “ the present,” of the assumed net earnings of 
an instrument in successive future decades of its total life of 80 
years, the time-rate of these earnings being supposed constant 
throughout and the rate of interest p being 4% per annum. 
Each figure in this column, that is to say, is an evaluation of 

v m =? cl e~ px dx — - (c~ pA — ■ e~ pB ) 

J. A P 

where we put A successively equal to 0, 10, . . ., 70 years, and B 
correspondingly equal to 10, 20 30, . . ., 80 years. Column 2 
shows the same for p = 2% per annum. Column 3 is a com- 

Table II 


Decade 

Present value, 
m terms of 
“ years’ pur- 
chase,” of net 
returns m each 
decade. 

Percentage of 
total value of 
instrument at- 
tributable to 
tho net returns 
of each decade. 

Excess 

of 

column 
2 over 
column 
1 . 

5. 

Percentage of 
the total gat n 
m value at- 
tributable to 
each decade. 

Column 6 
cumulated. 


p= 0 04. 

1 . 

p— 0 02 

2. 

p — 0 04. 

3. 

p — 0 02. 

4 

6. 

7 


1 

8*24 

906 

34 5 

22 6 

0 82 

50 

5 0 

100*0 

2 

5 52 

7 42 

23 2 

18-7 

1-90 

12 0 

170 

95 2 

3 

3 70 

6 07 

15 4 

15 3 

2 37 

15 0 

32 0 

83-2 

4 

2*48 

4 97 

10 3 

12 5 

2-49 

15 7 

47-7 

68*2 

5 

1-68 

4 07 

71 

10 2 

2-39 

15 0 

62 7 

52 5 

6 

M2 

3 33 

4 8 

8 3 

2 21 

14 0 

76 7 

37 5 

7 

0-75 

2 73 

3 2 

6 8 

l 98 

12 5 

89 2 

23 5 

8 

0 50 

2 23 

2 1 

56 

1 73 

11 0 

100 0 

11*0 

Total 

24 00 
(ap- 
prox ) 

40 00 
(ap- 
prox.) 

100 0 

100 0 

! 

16 00 | 
(ap- ! 
prox ) 

100 0 

! 




panion to column 1, and shows what percentage of the total 
value of the instrument is attributable to each future decade of 
its life, and column 4 is a similar companion to column 2. Column 
5 shows the excess of each figure in column 2 over the correspond- 
ing figure in column 1 , it shows, that is to say, that part of the 
total gain in the value of the instrument which is attributable to 
each decade of its life. Column 6 shows what percentage each 
figure in column 5 represents of the total of the figures in column 
5 — that is, what percentage of the total gain in value is attribut- 
able to each decade. In column 7 the figures in column 6 are 
cumulated, so that, for example, by looking at the figure in 
column 7 opposite decade 4, we can see what percentage of the 
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total gain in value, due to a change from p = 4% per annum to 
p = 2% per annum, is attributable to the first half of the instru- 
ment’s life. 

Now let us suppose that the instrument’s life is of 40 instead 
of 80 years. The relevant figures from Table II, columns 1, 2, 
and 5, are reproduced below as Table III. Here the first two 
columns again show the present value in terms of “ years’ pur- 
chase ” of the earnings of each decade, for interest-rates respec- 
tively of 4% and 2% per annum, while Column 3 shows the 
excess of each figure in column 2 over the corresponding figure 
in column 1 ; it shows, that is to say, that part of the total gain 
in the value of the instrument which is attributable to each 
decade : 


Table III 


Decade. 

Present value, in terms of “ years’ purchase,” 
of net returns m each decade. 

Excess of column 2 
over column 1. 

3. 

p - 0 04. 

1. 

p - 0 02. 

2. 

1 

8*24 

9 06 

0-82 

2 

5-52 

7*42 

1-90 

3 

3-70 

607 

2-37 

4 

2-48 

4-97 

2 49 

Totals 

20 00 

27-50 

7-50 


(approx.) 

(approx.) 

(approx.) 


From this table it can be seen, for example, that when the 
value of the instrument is raised from 20 to 27*5 years’ purchase, 
by means of a reduction of the interest-rate from 4% per annum 
to 2% per annum, § of this gain of 7*5 years’ purchase is attri- 
butable to the more distant half of the instrument’s life, the 
period beginning 20 years hence. Again, if we had considered a 
life of only three decades (neglecting the fourth row of the table), 
nearly half of the total gain of 5 years’ purchase would have 
been attributable to the last third of the useful life. 

Let us compare these results with those of Table I. There 
we found that the value of an instrument is more sensitive to 
changes of interest-rates the farther into the future its assumed 
revenue-earning career extends. If this career is assumed to be 
very short — say of only 5 or 10 years — the value responds very 
little even to quite a large change in the interest-rate. But the 
length of this career is by no means a matter of mere physical 
durability. The most frequent reason for assuming ex ante that 
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an instrument’s useful life will be short is that its earning-power 
seems liable to vanish, at some unpredictable date, through 
inventions of new methods and changes of demand. If each 
future year is regarded as holding some given numerical chance 
of such a change, or as contributing something to a gradual 
change, then if we take in enough future years the obsolescence 
of the instrument by the end of that time becomes virtually 
certain. Alternatively, we can say that the more distant the 
future date we look at, the more worthless is any guess as to 
what the market and other conditions will then be, and the more 
worthless, therefore, and the more heavily to be discounted for 
doubt, is any guess as to the earnings at that time of any complex 
and specialised instrument. Thus a limit is set by uncertainty 
to the useful life which it is sensible to assume. 

In accordance with this argument, 1 let us suppose that the 
impact ( i.e ., the reciprocal of s) of the enterpriser’s allowance for 
doubt increases exponentially with the distance into the future 
of the date he has in mind, so that s(a?) = This is not only 

reasonable a priori , but is in fact what every theorist does who 
speaks of a marginal rate of risk conceived as analogous to the 
rate of risk-free 2 interest, and often, indeed, added to the latter 
in order that the sum of these two rates may be equated to the 
marginal efficiency of capital under any of its synonyms. 3 Then 
writing R h + p we have : 

v = cj s(x)e~ px dz = cj e Rr dx = ~ (1 — e * RL ). 

An indication of the numerical value which, for illustration and 
experiment, may be assigned to R y is given us in one of the 
comments quoted above, where an enterpriser spoke (in comment 
D) of a proposition which could be attractive “ only if 50% 
return on capital value 4 is considered possible. Unless we get 

1 And with our suggestion that allowance for doubt will bo most able to 
roduce the power of changes m interest-rates to stunulate or depress investment, 
if the impact of this allowance (supposing 8 to be less than 1 for all x) is heavy 
upon those instalments of return which, in case of a change of p, make the 
largest contribution to the increase or decrease of v. 

1 By “risk-free*’ or “pure” interest we mean interest free from risk of 
default , not free from the risks entailed by illiquidity . See page 2 above. 

* “Rate of return over cost” (Irving Fisher); “marginal efficiency of 
capital” (Lord Keynes); “ internal rate of return ” (K. E. Boplding); “pro- 
spective rate of profit ** (M. Kalecki). All of these mean an exponent y such 

that the value of the instrument, v — J*° c{x)e~^dx, is equal to u its purchase 
price. 

4 “ Capital cost ” must be meant : but if we suppose this enterpriser’s 
valuation to be the marginal one, it will be equal to capital cost. 
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33% [the enterpriser proceeds] any extension is out of the 
question.” Let us suppose at first that, so far as physical 
durability is concerned, the net return c is calculated after 
sufficient allowance for repairs and renewals to maintain the 
technical efficiency of the instrument indefinitely; and that the 
whole risk of obsolescence is allowed for in the component h of 
B = h + p- Taking the enterpriser’s remarks to mean that the 
lower figure gave a value for the instrument which made it 
marginal in the circumstances of the case, we have as the value 
relevant to our elasticity calculations : 


so that 


* = ‘[ e '~ d * = X = TT+,- 

_dvp___p 
Vvp '~d P v~ B’ 


and if, for example, p = 0 03, then rj vp = — 0 00. 

In this case, therefore, a change in the risk-free interest-rate 
from, say, a level of 3% per annum to one of 2% per annum 
would raise the (formerly) marginal valuation of the instrument 
by about 3%. Had there been no allowance for doubt (had the 
marginal rate of risk been zero), the percentage increase in v due 
to this fall in p would have been 50%. It begins to be clear that 
we have got hold of a solid clue to the meagre powers of the 
interest-rate as a stimulator of some forms of investment. 

A marginal rate of risk as high as h R — p = 30% per 
annum may be exceptionally high. Moreover, it may bo that 
the “ return on capital value ” of 33% should be interpreted not 
£ 

as jR, but as - : for the former, even when considered as the 
v 

magnitude which becomes equal to the marginal efficiency of 
capital when u is equal to v, is a rather sophisticated notion. 

£ 

So long as the useful life is taken as unlimited, R and - are the 

v 


same; for if v=^(l — e~ liL ) so that R =-( 1 — e~ RL ), then 
R K ' v ' 



v 


An appreciable divergence appears between R and - when 

RL is small, for then the factor (1 — e ~ RL ) becomes appreciably 
less than 1. Thus for any given value of R a sufficiently 

c 

small value of L will make Rj ^ small. But even if h is only 15% 
per annum — that is, half what we have assumed above — so that 
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R = 18% per annum, the ratio Rj ? is already 0*835 for L no 

greater than 10; and with so short a useful life as this, a change 
in the rate of pure interest from p — 3% per annum to p =• 2% 
per annum, even with a zero marginal rate of risk, would change 
v by only 0*037 or, say, 3f%. Thus if the “ return on capital 
value ” which an enterpriser takes as his minimum requirement 
is of the order of 10 or 15% per annum, then whether this figure 
c 

means R or -, the value of the instrument will be insensitive to 
v 

even very large proportionate changes in the rate of pure interest : 
for if, on the ground of the absence of positive contrary signs, 
the revenue-earning life of the instrument is assumed to be long, 
allowance for doubt will render negligible the net returns of all 
but a few years immediately ahead ; while if it is assumed to be 
short, the influence of the rate of pure interest is weak even 
without any allowance for doubt. 

Table IV 


5-year 

period. 

Present value, in terms of “ years’ 
purchase ,' 9 of the net returns m 
each 5-yoar period. 

Percentage of total value of 
instrument attributable to the 
not returns of each 5 -year ponod 

R - 33% 

per annum. 

R - 18% 

per annum. 

It -= 33% 
per annum. 

R -=■ 18% 

per annum 

1 

2 424 

3 294 

80 8 

61 0 

o 

0 460 

1 339 

15 6 

24 8 

3 

0 089 

0 544 

3 0 

10 1 

4 

0 017 

0-221 

0-6 

4 1 

Total 

2-996 

5 398 

100 0 

100 0 


This part of our argument is illustrated in the accompanying 
Tables IV and V. In Table IV, column 1 shows the value, dis- 
counted both for deferment and doubt at a combined rate R = 
h +p •=• 33% per annum, of the net returns in successive future 
5-year periods of the instrument’s assumed useful life of 20 years, 
these net returns (which, in common with the useful life itself, 
are estimates made in the light of the knowledge available to the 
enterpriser at his “ present moment ”) being supposed constant 
throughout. Column 2 shows the same for R = 18% per annum. 
Column 3 is a companion to column 1 and shows what percentage 
of the total value of the instrument is attributable to each future 
5-year period of its life, and column 4 is a similar companion to 
column 2. Table IV uses 5-year periods, instead of the decades 
of Table IT, because with such numerically large exponents the 
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present values of net returns decrease so rapidly with increasing 
futurity. 

In Table Y, column 1 shows the percentages by which the 
value of an instrument, assumed to produce uniform net returns 
for 6, 10, 20, and 40 years respectively, is increased by a reduction 
of the rate of pure interest p from 3% per annum to 2% per 
annum when the marginal rate of risk h is 30% per annum; 
column 2 shows the same for h = 15% per annum, and column 3 
the same for h = 0. 

From Table Y it will be seen that even with a marginal rate 
of risk as low, in comparison with those suggested in comment D, 
as 15% per annum, a reduction of the rate of pure interest by 
as much as one-third may increase the value of an instrument 
expected to be used for 40 years by only some 6%. If no 
allowance needed to be made for uncertainty, such a reduction 
of the rate of pure interest could increase the value of this 

Table V 


Av — v 9 — v l9 where v 1 corresponds to p = 0 03, v* corresponds to p = 0 02, 


L. 

— far h — 0-30. 

V 1 

— for h — 0 15. 

v i 

© 

II 

& 

3U- 

5 

0 019 

0*022 

0*025 


0027 

0037 

0*049 


0*020 

0*052 

0*096 

40 

0*031 

0*059 

0*182 


instrument by 18%. Now, there must surely be at any time 
in the minds of the enterprisers a larger number of contingent 
investment plans each having a value lying within 18% of its 
cost than there are of such plans each having a value lying 
within 6% of its cost. If so, allowance for doubt, when this 
allowance takes the form and degree we have supposed, greatly 
reduces the sensitiveness of investment to given reductions of 
the rate of pure interest. 

We have shown that allowance for the hazards which beset 
the prospective earning career of many forms of equipment can 
easily render ineffective, as a stimulator of investment in these 
forms of equipment, even a large proportionate change of the 
rate of pure interest. If the problem we are trying to solve is 
held to consist of the question “ What factor severely restricts 
the influence of interest-rates on the pace of investment ? ”, we 
answer that this factor is the allowance for doubt. But if our 
problem Js cast in the form " Why is it that enterprisers deny, 
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in the main, that interest-rate changes have ever affected their 
investment-decisions 1 ”, then there is an additional explanation. 
It is this latter question which is posed by the replies to the Oxford 
questionnaire. 

When a man takes a decision on any matter whatever, he 
tacitly or unconsciously takes into account a great range of cir- 
cumstances which are all relevant, in the sense that if any one of 
them were materially different his decision might be different. 
But a very large proportion of these circumstances are simply 
taken for granted, and conscious thought and attention are con- 
centrated on those elements of the problem which are either 
incompletely and doubtfully known, or else which are liable to 
rapid change on a scale which affects the issue. The very fact, 
that he is engaged in making a decision shows that something in 
the relevant circumstances has changed, and, before beginning 
his consideration of the issue, he must list in his mind all such 
changes which have occurred since the problem last occupied 
him. These will then seem to be the efficient causes of his 
decision. When he is afterwards asked how his decision was 
reached, he will make no reference to all those aspects which 
merely seemed to provide a stable frame for the play of the active 
factors : elements which, without necessarily remaining perfectly 
constant, had shown proportionate changes (on which the degree 
of contrast, and the power to attract attention, depend) too 
small to be noticed. 

Let us call a reduction of an interest-rate from, e.g., 4% per 
annum to 3% per annum (or from 5 to 4, or from 2 to 1), a unit 
reduction of the rate. Then the largest fall in the yield of British 
Consols which occurred between any two successive years in the 
period 1870-1913 was of 0-15 unit, while a fall, between two 
successive years, of 0-33 unit or more occurred only three times 
in the eighteen years 1919-36. Turning back to the case where 
L tends to infinity, so that 

v - .j'rMr - £ and = - £ = _ ^ 

let us again put h = 0-30, p = 0-03, R — h p — 0-33 ; and in 
the light of the figures just given regarding historical speeds of 
change of p, let us consider a change in p of 0-33 unit — namely, 
from a level of 3$% per annum to one of 3% per annum. This 
change in p will imply a change in R from 33$% per annum to 

AjR 

33% per annum — that is, a proportionate change -g- = 0-01, 
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and since v — such a change in p, the rate of pure interest, 

will raise the marginal valuation of the instrument by about 
one-hundredth. If the elasticity of supply of the instruments in 
question were as much as 5, still a drop from 3|% per annum 
to 3% per annum in p, the rate of pure interest, would give a 
percentage increase in the pace of gross investment in such 
instruments of no more than 

+ -nv m) = 0-11 X 0 - 09(1 + 6 ) = 6 % ; 

or if we prefer price-deflated gross investment 

= yV»v Vvp = 0-11 X 6 X 0-09 = 6 % ; 

But are not such calculations rather beside the point in such a 
case as this ? Is it really to be supposed that an increase of 1% 
in the estimated, or rather the conjectured, value of the instru- 
ment will strike out any spark of enthusiasm in the enterpriser’s 
mind ? Will he even trouble himself to revise his estimates at 
all on account of such changes as have ordinarily occurred in 
recent decades, in the long-term rate of pure interest ? And we 
must then ask : even if such an increase in value should be 
noticed, and even acted upon, by a few enterprisers, how many 
would there be, even over the whole range of industry, who had 
in mind at any one time a project which was sub-marginal by 
only 1% ? 

In this article I have endeavoured to show — 

(a) the rationale of the belief that interest-rate changes 
influence the pace of investment ; 

(b) that this influence must certainly be strong on the 
pace of investment in instruments of those kinds which men 
believe can be depended on to continue earning net returns 
for many decades after they are constructed ; 

(c) that the strength of the influence of interest-rates on 
the pace of investment in those kinds of equipment which 
are subject to the hazards of invention and fashion can be 
rendered negligible by an allowance, of a size such as enter- 
prisers themselves imply that they adopt, for doubt con- 
cerning the correctness of the “ best guess ” they can make, 
on available knowledge, as to the size of future net returns 
from such equipment ; provided the form of this allowance 
is that of a rate used for discounting in the same manner as 
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the interest-rate ; or is some other strongly-increasing function 
of futurity ; 

(d) that historically the movements of the long-term 
interest-rate in Britain have seldom been rapid or abrupt 
enough to constitute appreciable changes of circumstance, 
or to engage the enterprisers’ conscious attention as such. 

It may be well to repeat, in conclusion, that where, as with 
houses, doubt concerning future net returns is small, there is 
nothing in what we have said which contests the belief that the 
interest-rate can powerfully affect the demand-price and thus 
the pace of investment in a given type of instrument. 

G. L. S. Shackle 

London . 
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“FULL EMPLOYMENT” AND INCOME INEQUALITY 


Among the many curious paradoxes of current thinking on 
economic policy, none is more curious than the persistent reluct- 
ance of most of those thinkers who rightly deplore inequalities 
in distribution of income to consider seriously how far they 
might be corrected by “ radical ” action, in the true sense of 
that word, by action, that is to say, which went to the root of 
the matter by permanently altering the,. relative scarcities of 
different types of skill and service, from which have emerged 
many of the important inequalities of modem economies. Even 
those who for one reason or another are eager for further exten- 
sions of educational opportunity seldom show much apprecia- 
tion of the profound effects which such reforms might have on 
the traditional pattern of income distribution. 

This paradox is all the more worthy of attention at the 
present time, when, in addition to the other weighty reasons, 
both social and economic, which might be adduced in favour of 
a less unequal income distribution, it is widely believed that 
“ the ultimate cause of unemployment in modem societies is to 
be found in the prevailing distribution of incomes.” 1 Some 
recent discussions of techniques for the attainment of “ full 
employment ” have therefore had a good deal to say about 
income redistribution. There are, however, broadly speaking, 
two approaches to this problem. We might first examine the 
causes of the prevailing distribution and seek for appropriate 
methods for removing or modifying them. Or, accepting the 
prevailing distribution as a datum not to be questioned, we 
might confine our attention to redistributive methods applied, 
so to speak, after the event, allowing the economic system to 
go through the intricate motions which pour out incomes well 
above the average to those who are in a sufficiently fortunate 
position, and following this up with another set of equally intri- 
cate motions which, by means of taxation, withdraw from these 
people part of their gross incomes and redistribute it to others 
in the form of social services of one kind or another. It might 
be expected that the former approach would be the more attrac- 
tive for economists who somewhat ostentatiously avow them- 
selves to be devotees of a “ New Economics,” and therefore 

1 E. F. Schumacher in The Economics of Full Employment (Oxford University 
Institute of Statistics), p. 90. 
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presumably pride themselves on being modem and progressive. 
Bather surprisingly, even when they recognise the existence of 
profound, but not irremovable causes of inequality, they usually 
leave on one side any further consideration of the practical issues 
raised by these causes, and concentrate their attention exclusively 
on the second type of redistributive method. Mr. Schumacher, 
for example, in the symposium quoted above, agrees that “ the 
most logical course of action . . . would be to go to the root of 
the matter and to alter the conditions which determine the 
distribution of gross incomes, i.e.> incomes before taxation/’ As, 
however, “ these conditions are of such a fundamental nature 
and are created by the whole structure of distribution of property, 
by inheritance, imperfect competition, and the very design of 
present-day capitalist society,” 1 he excuses himself from any 
further consideration of them. This reticence is no doubt 
logical enough in a paper which deals with the relatively restricted 
subject of “ Public Finance — Its Relation to Full Employment.” 
But, Mr. Kalecki, whose purpose in undertaking a discussion of 
“ Three Ways to Full Employment ” is presumably much wider, 
and who, by giving a high priority to the method of “redis- 
tribution of income from higher to lower income classes,” would 
seem to have renounced Mr. Schumacher’s justification for turn- 
ing aside from the profounder issues involved, also confines his 
attention to redistribution by means of taxation or by price 
control which would have the effect of “ squeezing ” profit 
margins, and entirely neglects more “ radical ” measures. 

For our purposes here it is not necessary to examine the 
validity of the thesis which identifies unequal income distribu- 
tion as the root cause of unemployment. The case for a less 
unequal distribution is sufficiently strong on other grounds. Our 
purpose is rather to examine some of the implications of the 
attitude which these writers who, whether rightly or wrongly, 
believe redistribution to be an essential condition for the attain- 
ment of “ full employment,” an end to which they assign the 
highest priority, adopt in face of the two alternative approaches 
towards a less unequal distribution of income. It would seem, 
on the face of it, more sensible first to examine the possibility 
of ensuring such a reallocation of productive resources as would 
diminish the scarcity of the services to which at present relatively 
high incomes are normally attached, and increase the scarcity of 
the services which are now badly paid. By so doing we could 
avoid at least some of the tedious complexities to which any 

1 Op. cU. t pp. 90-1. 
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whole-hearted attempt to redistribute exclusively by means of 
taxation inevitably leads. The results moreover might reason- 
ably be expected to be fairly permanent, so that the necessity 
for further redistribution by means of taxation in the future 
would steadily diminish. The writers under discussion, however, 
for the most part set this genuinely “ radical ” approach on one 
side as impracticable, and focus their attention instead almost 
exclusively on the machinery of direct transfer by means of 
taxation. 

These two approaches to the problem of income redistribution 
are, of course, not to be regarded as mutually exclusive. Re- 
distribution by means of taxation and social services is now a 
commonplace, to which in principle few will seriously object. 
Experience has moreover shown that most economies can stand 
a great deal more of this sort of thing than many supposed 
when the technique was first applied on any considerable scale. 
The gloomy forebodings which have often greeted proposals for 
redistribution along these lines have usually turned out to have 
little justification, and there is little reason to suppose either 
that we shall ever entirely dispense with the use of this technique, 
or that it is incapable of much more refined application than 
anything so far attempted. Nevertheless the ideal situation 
would clearly be one in which it was little applied because there 
was little need for it, and though we may agree that this ideal 
situation will probably never be reached, it would be foolish on 
that account to refuse to take any steps which might lead us in 
that direction. Neglect of these possibilities is all the more 
regrettable on the part of those concerned to dimmish the risks 
of unemployment, inasmuch as the same reforms, educational 
and otherwise, which would affect the basic relative scarcities so 
as to diminish income inequalities, would at the same time 
widen some of the “ bottle~necks, ,, which, from a practical stand- 
point, are so important whenever we attempt to work out the 
details of an employment programme. 

It is interesting, and perhaps not altogether unprofitable, to 
speculate upon the reasons for this comparative neglect by many 
professedly ardent equalitarians of radical measures for the 
diminution of inequality. The first and no doubt most obvious 
is impatience with proposals whose full effects will certainly not 
be felt until after the lapse of a considerable period of time. If 
we are eager to do something quickly, we shall probably not 
become very excited about the extension of educational oppor- 
tunities whose immediate impact upon income distribution may 
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be almost negligible. But while such impatience is natural 
enough, experience has often demonstrated that eagerness to 
produce quick results may be the surest way of ensuring that in 
the long run the results attained shall be rather small and dis- 
appointing. In many modern economies the process of redis- 
tribution by taxation has already gone much further than anyone 
a generation ago would have thought conceivable. While, how- 
ever, we have thus been warned against any hasty judgment 
that the limits of redistributive taxation have already been 
reached, the fact that the finance of Sir William Beveridge’s 
social-security programme does not substantially increase the 
burden now resting upon the higher incomes, but aims rather at 
a redistribution of incomes at quite modest income levels, appears 
to indicate that we are now unlikely to have serious proposals in 
Great Britain for any substantial increase of redistributive taxa- 
tion above the level attained in recent years. However this may 
be, the really astonishing thing about the efforts so far made 
in this direction is the slightness of the permanent effect which 
it has had upon the general shape of the income pyramid. In- 
equalities are not quite so glaring and obvious as they were, but 
they are still present on a very large scale. 

It may indeed be argued with much plausibility that the 
explanation of this paradox is to be found in the fact that the 
root causes of inequality are far too deeply implanted in our 
modern economy to be reached by the superficial methods of 
redistributive taxation. This is apparently Mr. Schumacher’s 
view. But it seems unreasonable, when confronted with a com- 
plex problem of this kind, simply to throw up one’s hands in 
horror and conclude that nothing can be done about it short of 
a complete recasting of the institutions of modern society. The 
root causes of inequality are no doubt complex. But they are 
also numerous. Their general character is fairly well known , 1 
and has indeed been familiar to economists for quite a long time. 
Many of them are quite amenable to treatment, which, if it had 
been applied say a generation ago might already have produced 
changes in the shape of the income pyramid much more drastic 
and much more permanent than anything now attributable to 
the effects of taxation. It is now nearly sixty years since Marshall 
pointed out that “ the normal earnings of a carpenter and a 
surveyor might be brought much nearer together than they are, 
by even so slight and easy an improvement in our present social 
arrangements as the extending to all persons of adequate natural 
1 Of. E. Cannan, Wealth , chap. XI-XII. 
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ability the opportunity of receiving the training required for 
the higher ranks of industry.” The principle which Marshall 
enunciated in 1887 might indeed with advantage have been 
expressed in much more general terms, and the stout resistances 
which such improvements in social arrangements provoke show 
them to be by no means slight or easy. It would nevertheless 
be interesting to speculate upon the consequences for our social 
and eoonomic structure of a continuous effort since that time to 
lhake its application an integral part of public policy in a more 
wholehearted fashion than the still rather timid educational 
reforms which have since then been fairly widely adopted. “ The 
charitable endowments of universities and upper-class schools 
have had an important influence in reducing the remuneration 
and cheapening the products of the better-paid employments,” 
but “the efforts of the Churches and the State have rather 
resulted in diminishing the remuneration and cheapening the 
products of the class of labour which requires a smattering 
of letters, but is scarcely above, if it is at all above, the 
average.” 1 

It may no doubt be objected, and with some reason, that 
even the most drastic treatment of the relative scarcities of 
different kinds of labour would still leave untouched the still 
more fundamental causes of inequality which arise from the 
ownership of property, and that the “ euthanasia of the rentier,” 
which is confidently expected as a result of control of the interest 
rate, promises a redistribution of income much more far-reaching 
than anything likely to emerge from any treatment of the relative 
scarcities of different kinds of labour. Any theory of income 
distribution which neglected the effects of the distribution of 
property would of course be grotesquely inadequate, and though 
in practice the effects of the inequalities arising in the two 
spheres of labour income and property income are very closely 
interrelated, even the most whole-hearted efforts to correct 
the conditions which create gross inequalities in labour incomes 
would still leave a great deal to be done. A plea for more careful 
attention to these conditions is quite consistent with a belief 
that inequalities in income from property are much more im- 
portant. But in relation to employment policy, there is special 
reason for emphasising the former in the favourable reactions 
upon the “ bottle-neck ” difficulty which might be expected 
from radical measures impinging upon relative labour scarcities. 
For the same educational policy whioh would make labour 
x E. Cannon, Wealth, pp. 2<MM0. 
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incomes in general lees unequal would also tend to increase the 
supplies of labour, a scarcity of which would threaten, by in- 
creasing the risks of inflationary pressures upon the price-level, 
to upset the smooth course of an unemployment policy based 
upon a desire to maintain a high general level of effective 
demand. 

Another important contributory factor in the neglect which 
we are here examining is probably to be found in the disfavour 
into which “ automatic ” mechanisms have fallen as instruments 
of economic policy. Automatic mechanisms are no doubt often 
imperfect, and may indeed on occasion completely fail to pro- 
duce their desired effect. But the strict qualifications which 
must for this reason be attached to approval of them are some- 
times carried so far as to imply that even if there are good grounds 
for expecting favourable results from automatic mechanisms, it 
would be better to attempt to reach the desired end by more 
direct, and usually administratively much more elaborate means. 
If for any reason it were thought undesirable that the members 
of group A should continue to receive incomes ten times larger 
than those enjoyed by the members of group B, it might be 
supposed that the most reasonable and effective course would 
be so to influence the supply of and demand for the services from 
the sale of which these two groups derived their income as to 
ensure that the incomes of B rose relatively to those of A, and 
that more direct transfers following upon the collection of deduc- 
tions from the incomes of A to be made available through the 
machinery of the state for the benefit of B, while not objection- 
able in themselves, and likely for an indefinite period to be 
necessary for certain purposes, should be regarded as a substitute 
measure of second-rate importance. Current fashions of thought, 
however, often prefer these second-rate substitutes, partly it 
seems because they appear to depend upon the precise decisions, 
based on quantitative measurement, which are widely supposed 
to be characteristic of a “ planned ” economy. But sometimes, 
too, one can detect curious affinities on the one hand with the 
old-fashioned middle class prejudices which disliked wage increases 
on the ground that the working classes did not know how to 
spend their money and would inevitably squander any increase 
which came to them, and on the other with a perversion of the 
still more ancient belief that charity was good for the soul of the 
giver. The spiritual welfare of the members of group A, as 
they submit to the purifying experience of handing over to the 
tax-collector for the benefit of others a fraction of their gross 
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income, is indeed probably not considered very seriously by 
anyone, but for some of those who organise the transfer there 
seems to be an undoubted satisfaction which they would pre- 
sumably lose if the redistribution were effected by less direct 
means, which by diminishing the inequality of gross incomes, 
made taxation transfers less necessary. 

A distrust of automatic mechanisms may be more precisely 
described as a distrust of the forces of supply and demand which 
find expression through the mechanism of price change, and those 
who cherish this distrust do not think very highly of the sugges- 
tion that income inequalities might in part be corrected by chang- 
ing the relative scarcity of different kinds of labour. They 
despise the mechanism of price change as old-fashioned and out- 
of-date, and offer us the concept of “ social priorities ” as a sub- 
stitute for this now outmoded instrument. Prices are no longer 
regarded as significant indicators showing the directions along 
which production should be expanded or contracted, but tend 
more and more to become mere totals of costs incurred in the 
course of production. But if we write down too drastically the 
mechanism of price change in relation to the prices of labour, 
and refuse to contemplate its further use in future for read- 
justing the prices paid for different kinds of labour, we land 
ourselves in serious contradictions. For not only can we scarcely % 
refrain from accepting temporarily the results in which the past 
operations of the price mechanism are now crystallised, but we 
are also likely to accord to them a much more permanent status 
than on any reasonable hypothesis they can be held to deserve. 
This id indeed only one illustration of the expectation which 
some of the ideas now popular for new economic policies after 
the war tend to suggest to our minds, that, whether intended or 
not, their application may have the effect of more or less per- 
manently crystallising the present structure of income dis- 
tribution, and it may even be suspected that some of the support 
accorded to these ideas is, in part at least, based on a half- 
conscious realisation of this fact. 

The defects of the price mechanism are well known, and 
probably in no field have its results been more imperfect than 
in the determination of the prices of labour. If, however, in 
future the function of price change is to be ignored, and nothing 
of a systematic kind is put in its place, we are likely to find 
that avowedly temporary decisions hastily taken for the deter- 
mination of wages will leave us saddled indefinitely with the 
very imperfect results which the price mechanism has produced 
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in the post. Some practical basis is necessary to determine the 
prices to be paid for labour, and the easiest and most obvious 
course will be simply to carry on with the current practice. 
Contempt for the price mechanism thus leads us to accept a 
wage structure which has no obvious connection with “ social 
priorities,” but is in fact based very largely on the operations 
of the price mechanism in the past. Its operations at that time 
were defective, but even if they had been perfect there is no good 
reason for assuming that they will continue to be adequate for 
facing the constantly changing conditions of the future. Nor 
are the corrections introduced by redistributive taxation very 
much to the point here, for however drastic they may be, they 
too almost inevitably must preserve the traditional order of 
magnitude of labour incomes, and it is precisely this traditional 
order, many parts of which are probably even now lacking in 
rational justification, that reforms in educational policy might 
be expected to change. 

It would be quite unfair to hint that the writers who are here 
being criticised do not really want radically to change the exist- 
ing shape of income redistribution. But it is fair to suggest that 
if they get their way, and current fashions of thought about 
what is of the first order of importance for post-war economic 
policy continue to be coloured by their prejudices, the existing 
shape of income redistribution is not only unlikely to be changed, 
but is indeed likely to become even more resistant to the forces 
of change than it has been in the recent past. The high place 
which they continue to give to public works in their reform 
programmes is a clear indicator pointing in the same direction. 
Public works are indeed a perfectly legitimate though sub- 
ordinate instrument in a well-balanced policy for an expanding 
economy. But if, as still too often happens, they are rated too 
high, they will inevitably tend to become instruments for ensuring 
the continuance of the present income structure. The persist- 
ence of wide differences between the prices paid for different kinds 
of labour should be interpreted as indicating the desirability of 
expanding the opportunities of employment in the higher paid 
types of work. Even the most refined and reformed types of 
public work are likely in the first instance to have precisely the 
opposite effect, for the opportunities for employment which they 
will create will for the most part be opportunities in fields where 
the rate of remuneration tends to be low. In times of emergency 
such action cannot be very well avoided, but recommendations 
for its permanent incorporation in policy for normal times are 
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not what one would expect from writers who believe that “ the 
ultimate cause of unemployment in modem societies is to be 
found in the prevailing distribution of incomes.” 

Allan 6. B. Fisher 

Royal Institute of International Affairs, 

London. 



BRITAIN’S BARGAINING POWER 

Thebe has been much discussion recently about the advan- 
tages and disadvantages of using Britain’s bargaining power as a 
large importer to force overseas countries to take exports from 
us. The question is now perhaps of rather academic interest, 
as a result of the Anglo-American financial and related agree- 
ments, but it may nevertheless be useful to shed some light on 
a quantitative aspect of the problem which has hitherto received 
little attention. 

The bargaining power of this country vis-a-vis another is 
determined to a considerable extent by the dependence of the 
latter country’s exports on the U.K. market. A country like 
Eire, which sends over 90% of its exports to the U.K., is 
more dependent on us, and more susceptible to pressure by us, 
than a country like Colombia, which sends us less than 1% of 
its exports. This is? of course, by no means the whole story. 
Other important considerations include : the nature of a country’s 
balance of trade with the United Kingdom (whether it is positive 
or negative, etc.) ; the ease with which it can switch its exports 
from one market to another or from one product to another; 
the ease with which we can dispense with its exports to us ; the 
proportion of its total output, or of its output of particular 
products, which it exports; our importance as a market for 
particular commodities ; the ability of this and other countries 
to offer loans ; the stability of our market as compared with that 
of other countries ; and so on. Nevertheless, it seems reasonable 
to take as one important measure of a country’s dependence on 
us the proportion of its exports which it sends here. 

It is with this aspect of the problem that the present note is 
mainly concerned, although account is also taken of the rival 
bargaining power of the United States as a large importer. The 
figures show that a large proportion of our pre-war trade was 
done with countries which either are not greatly dependent on 
our market or are dependent to an even greater extent on that 
of the United States. This suggests that our bargaining power 
as a large importer is not perhaps so great as is commonly assumed 
in popular discussion. A false impression is apt to be given by 
quoting only a few outstanding examples, such as New Zealand 
and Denmark, of countries where our bargaining power is ad- 
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mittedly great, while ignoring the large number of important 
markets where our bargaining power is small. 

This country has hitherto been the largest market in the world 
for imported goods. In 1938 we took one-fifth of the exports of 
the rest of the world. 1 But, as has been mentioned above, the 
percentage for individual overseas countries varied from a 
negligible figure to over 90%. 

A table has therefore been prepared (Table V) showing, in 
column 2, the percentage of each country’s merchandise exports 
sent to the United Kingdom in 1938. The countries are arranged 
in order of their dependence on our market as measured by this 
percentage. 2 

Table I shows in summary form the number of countries 
sending various proportions of their exports to us. 


Table I 


Percentage of overseas country’s 
merchandise exports sent to 
U.K. in 1938. 

Number of 
countries. 3 

91-100 

1 

81- 90 

1 

71- 80 

1 

61- 70 

1 

51- 60 

7 

41- 50 

6 

31- 40 

14 

21- 30 

10 

11- 20 

20 

1- 10 

37 


98 


Billion 

dollars. 

1 Exports of al] countries . 21 -9 “ Network of World Trado,” p. 171 

U.K. exports ... 2-3 Ibid., p. 167. 

Exports of all overseas coun- 
tries . . . 19 6 

Of which to U K. . . 3 9 Ibid., p. 171. 

8 The proportion of a country’s exports taken by us is, of course, very much 
greater than the proportion we take of its total output of goods and services, 
since exports aro only a fraction — though a very important fraction — of a 
country s national income (probably not much over one-tenth for the world as 
a whole). But the crudest comparison of national income and export figures 
shows that this last proportion varies widely, from one -twentieth or less for 
countries like the U.S. and the U.S.S.R., to substantial fractions like one-fifth, 
one -quarter and one- third for countries like New Zealand and some of the 
smaller states of North and West Europe. (If imported materials used in making 
exports are allowed for, these proportions are, of course, reduced.) For this 
reason, a list of countries arranged in order of the proportion of their total 
output sent to us would differ considerably from that in Table V. 

3 Including a number of composite “ countries ” (see notes to Table V). 
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There are ninety-eight countries (including certain composite 
“ countries ”) in the table. It will be seen that thirty-seven 
countries sent one-tenth or less of their exports to us ; fifty-seven 
sent one-fifth or less ; at the other extreme, only four sent more 
than three-fifths of their exports to the United Kingdom. 

This analysis, however, does not get us very far, since each 
country is given equal weight, however great or small its import- 
ance as a trader in general, or as a market for United Kingdom 
goods. 

Column 3 of Table V has, therefore, been drawn up to show 
the importance of each country to us as a pre-war export market. 
The figures show the percentage of all our exports sent to each 
country. 1 

The information is summarised in Table II : 


Table II 


Percentage of overseas country’s 
merchandise exports sent to 
U.K. in 1938. 

Percentage of all U.K. exports 
m 1938 sent to each category 
of country.* 

91-100 

4-4 

81- 90 

41 

71- 80 

0-2 

61- 70 

— 

51- 60 

13*3 

41- 50 

4-3 

31- 40 

29-9 

21- 30 

12*0 

11- 20 

171 

0- 10 

14-7 


100-0 


This table, however, which refers to merchandise trade only, 
exaggerates the dependence on our market of countries producing 
gold for export. It seems unrealistic not to take into account 
the gold exports of countries like South Africa. There are 
obvious arguments, however, against including South Africa’s 
gold exports in her exports to the United Kingdom; although 
most of her gold was in fact sent to this country, South Africa 
was not dependent on us for the sale of her gold. It is unlikely 
that we could exert much pressure on such a country by 
refusing to take its gold exports. Perhaps the most realistic 

1 The percentage of our imports bought from each country is also shown, 
for referenoe, in cokdnn 5. 

1 There may be slight inaccuracies in these figures owing to roiinding off 
errors. 
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Table III 


Percentage of overseas country’s 
exports sent to UJE£. in 1938. 
(Gold exports, or gold output 
if lower, are deemed to go to 
U.S.) 

Percentage of 
all U.K. exports 
in 1938 sent to 
each category 
of country.* 

Main countries included. 
(Figures show percentage of 
all U.K. exports sent to 
each country in 1938). 1 

91-100 

4-4 

Eire 4*4 

81- 90 

71- 80 

61- 70 

4-1 1 

0*2 

New Zealand 4*1 

51- 60 

5*1 

Denmark 3*4 

41- 50 

11-4 

Australia 8*2 

Finland 1*2 

31- 40 

20*6 

India and Burma 7*9 

Canada 4*9 

Argentina 4*2 

21- 30 

11*7 

Egypt 1-9 

Netherlands 2*8 

Sweden 2*5 

Norway 1*7 

Iran 1*2 

* * Other British West Africa ’* 
1*1 

11- 20 

27*8 

South Africa 8*5 

U.S.A. 4*4 

France 3*3 

British Malaya 2*4 

Belgium 1*8 

U.S.S.R. 1*4 

Poland 1*1 

Mise. European countries 2*3 

0- 10 

14-7 

1000 

Germany 4*4 

Italy 1*2 

Brazil 1*1 

Misc. Far Eastern countries 
3*6 

Misc. European countries 2*5 
French, Portuguese and Bel- 
gian Africa 1*0 


course is to count gold produced for export as going to the 
United States . 2 This has been done for the purpose of calculating 
the figures in Table III . 3 Where a country’s gold production 

1 There may be slight inaccuracies in these figures owing to rounding off 
errors. 

* It may be relevant to recall the “ gold scare ” of 1937 as an indication of 
the influence the United States could exert on gold producing countries. It is 
true that this influence will be greatly reduced under the Bretton Woods agree- 
ment, but in discussing the possible use of Britain’s bargaining power as a major 
weapon of policy we are postulating a world in which international organisations 
such as the Monetary Fund would not be in operation. 

8 Strictly speaking, Table III merely includes gold produced for export in a 
country’s total exports but not in its exports to the U.K. ; its destination else- 
where is irrelevant. In the later analysis, however, gold produced for export is 
counted as going to the U.S., and it facilitates exposition to introduce the 
assumption at this stage. 
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was less than its gold exports, the former figure was used, so as 
to avoid the inclusion of gold not produced in the country. 1 

The last column in Table III shows the chief countries in 
each group. 

Two countries (Eire and New Zealand), which between them 
took 8$% of our exports, were almost wholly dependent on our 
market ; each sent over 80% of their exports to us. Apart from 
these two, the only important country dependent on us for more 
than half of itsexportswasDenmark, which took 3% of our exports. 

At the other extreme we find a large number of countries 
dependent on us for one-fifth or less of their exports. As much 
as 42$% of our exports went to these countries. 

A number of countries which sent over one-fifth of their 
exports to us, moreover, found their chief single market not 
with us but in the United States or elsewhere. These countries, 
of which Canada is the most important, took a further 7% of 
our exports. 

Adding these two last categories together, we find that half 
our exports went to (and, as can be calculated from column 5 
of Table V, nearly half our imports came from) countries which 
either depended on us for one-fifth or less of their exports, or 
found their chief market elsewhere. 

If, for the sake of argument, we call these countries “ unex- 
ploitable ” and the remainder “ exploitable ” (the classification 
is admittedly arbitrary and the nomenclature provocative), we 
may draw up the accompanying Table IV, showing the geo- 
graphical distribution of the two types of country. 

The “ exploitable ” and “ unexploitable ” countries are shown 
in Map I.* 

It is of some interest to analyse the chief markets of eaoh 
country, and these are shown in column (4) of Table V. From 
this column we find that, if gold exports (or gold production if 
that is lower) are deemed to go to the United States : 

60$% of our exports went to countries, other than the United 
States, for which the U.K. was the chief market ; 

1 This adjustment has the effect of moving five countrios from one category 
of the table to another. The percentage of their exports which those countries 
sent to the U.K. is altered as follows : 


Australia 

64% becomes 49% 

“ Other British West Africa ** 

48% 

»» 

30% 

South Africa . 

36% 

»» 

13% 

Southern Rhodesia 

33% 

M 

18% 

20% 

U.S.S.R. 

29% 

»» 


The gold production in “ Other British West Africa ” is mainly in the Gold Coast. 
a See p. 33. 
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4|% went to the United States ; 

22 went to countries for which the United States was the 
chief market ; 

23% went to countries which found their chief market neither 
in the United States nor in the United Kingdom (includ- 
ing 6-£% going to countries for which the U.S. was a 
bigger market than the U.K. 1 ). 

It will be noted that one-third of our exports went to countries 
(shown in Map II 2 ) for which the U.S. was a bigger market than 
the U.K. (including the U.S. itself) ; likewise, as can be oalcu- 


Table IV. 


“ Exploitable ” 
countries. 

Percentage 
of all U.K. 
exports in 
1938 sent 
to “ ex- 
ploitable ** 
countries. 

“ Unexploitable ” 
countries. 

Percentage 
of all U.K. 
exports in 
1938 sent 
to “ unex- 
ploitable ” 
countries. 

Scandinavia, Baltic States 


Russia, and most Euro- 

and Holland 

12§ 

pean countries south of 

Australia and New Zealand 

12 

1 Baltic 

18 

India, Burma and Ceylon 

9 

Most of North and South 

Argentina and Uruguay 

5 

America 

12 

Eire .... 

4 

Union of South Africa 

84 

Miscellaneous . 

8 

Most Far Eastern coun- 



tries . 

6 



Miscellaneous/ mainly 



African countries 

5 


50J 

i 

49J 


lated from column 5 of Table V, one-third of our imports came 
from these countries. 

The figures in this note refer, of course, to pre-war conditions ; 
but, despite the far-reaching changes that have taken place 
during the war, it is hoped that they may provide some basis 
for judging, inter alia, the proportion of our trade which we 
might expect to influence by using our bargaining power as a 
large importer (if such were our policy), the proportion which 
we could not hope to influence, and the proportion on which we 
might lose ground if other countries adopted the same policy. 
The figures do not provide any final answer, but they serve as a 
salutary reminder that a large part of our trade is done with 
countries that do not depend greatly on our market, and a large 
part with countries (including many within the Empire such as 
Canada, South Africa and British Malaya) where the pull of the 
United States’ market is greater than that of our own. 

1 See note to column 4 of Table V. * See p. 84. 
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Tabu: V 





Percent- 


Percentage 
of all U.K. 



Percentage 

age of 




of country's 
merchandise 
exports 
sent to U.K. 

all U.K. 


retained 

< 'ountry. 


exports 
sent to 

Chief market 

Imports 

bought 



country 


from 



in 1038. 

in 1938. 


country 
in 1938. 

<1) 


(2) 

(8) 

„ (4) 

n 

121 re 

. 

93 

4 4 

U.K 

New Zealand . 


84 

4 1 

U.K. 

49 

44 Other British East Africa ” 


72 1 

02 

UK. 

04 

Bolivia .... 


63 

— 

U K. 

04 

Falkland Islands 


39 

— — 

U.K. 

— 

Jamaica .... 


&8 

0 4 

UK. 

0 & 

Denmark 

British Nyasaland and 8. 

w. 

56 

3 4 

U.K. 

4*4 

Africa .... 


55 

0 1 

U.K 

01 

Australia. 


54 (49 •) 

8 2 

UK. 

78 

Ceylon .... 
Trinidad and Tobago 


54 

52 

0 7 

05 

U.K. 

UK. 

1 3 

0 5 

Nigeria .... 


49 

0 9 

U K 

07 

Anglo* Egyptian Sudan 
“ OtherBritieh West Africa * 


48 

08 

U.K. 

04 


48 (30 *) 

1 1 

U.K.* 

04 

Finland .... 


45 

1 2 

U K. 

23 

Latvia 


43 

0 4 

U.K. 

0 5 

Palestine 

Canada 


43 

0 4 

U.K. 

0*3 


40 (35 *) 

4 9 

U.K.* 

8*6 

Dominican Republic 


40 

___ 

U.K. 

0*2 

Northern Rhodesia . 


40 

03 

UK. 

0 4 

Lithuania 


3b 

04 

U.K. 

04 

44 Other British West Indies * 


17 

05 

U K. 

02 

India and Burma 


36 

7 9 

U.K. 

5*7 

Union of South Africa 


36 (13 *) 

8 5 

IT K • 

1 3 

Estonia .... 


36 

02 

U.K. 

02 

“ Other Northern North America" 

34 

02 

U.K 

03 

Southern Rhodesia . 


33 (IS *) 

33 * 

0 8 

U.K * 

03 

Costa Rica 


__ 

U.S 

0 1 

Argentina 

44 Other North Africa *’ 


33 

4*2 

U.K 

4 4 


32 

0 1 

U.K. 

03 

Egypt 


31 

1 9 

U K 

1 3 

Curacao .... 


20 

0 l 

V K 

1*7 

U.8.8 R. . . . 


29 (20 *) 

1 4 

U.K » 

1 9 

Norway . 


28 

1*7 

U.K. 

12 

Iran .... 


27 

1 2 

U K. 

1*0 

II 

If 


26 

24 

0*5 

2 5 

U.K. 

UK. 

0 5 

2 0 

Chile 


24 

0 4 

UK. and U.S* 

0 6 

Netherlands 


23 

28 

V K 

3 4 

Portugal . 


22 

0 7 

V K. 

0 4 

Kenya — Uganda 


21 

0 7 

India, Burma, l>> Ion 

0 3 

Spain .... 


20 

0 7 

Germany 

0 6 

44 Other Continental Asia " 


19 

03 

India, Burma, Ceylon 

02 

Gulanas 


19 

02 

Canada 

0 1 

Poland — Danzig 


19 

1 1 

Germany 

1 l 

Peru .... 


18 

02 

US 

04 

Iraq .... 


18 | 

0 5 

France 

0 3 

Tanganyika 

44 Other nnn-Continenbal Kuro 


18 

0 1 

British East Africa 

0 1 

pc" 

18 

0 1 

U.K. and Norway 

0 1 

USA 

! 17 

4 4 

U.K. 

13 2 

Mexico 


15 

0 2 

V S 

0 2 

British Malaga 


15 

2 4 

IT S 

1 2 

Haiti 


14 * 

— 

U.S. 

— 

44 Other Oceania ” 


14 

0 1 

Japan *• 4 

0 2 

44 Other Continental Europe 1 


14 1 

0*5 

Italy 

— 

Cuba .... 


14 

0 2 

U.S. 

0 6 

Belgium — Luxemburg 


14 

1 8 

France 

2 2 

Roumania. 

. 

12 

0 3 

Germany 

Algeria, Tunt* 

0 1 

France .... 


12 

3 3 

26 

Switzerland 


11 

0 7 

Germany 

08 

Paraguay 


11 * 

— 

Argentina 

— 

Tunis .... 


10 j 

— 

France 

0 2 

Ecuador .... 


10* 



U.S. 

_ 

Yugoslavia 


9 

03 

Germany* 

0-3 

Czechoslovakia 


9 

0 5 

Germany 

0*8 

Greece .... 


9 

08 

Germany 

02 

Brazil .... 


9 

1 I 

U.S. 

09 

« Other 8.E. Asia " . 


• 

— 

British Malaya 

Hung Kong, Macao 

0*1 

China (ex. Manchuria) 


8 

0 ft 

06 

Hungary 

French Morocco 


8 

7 

0 1 

0 1 

Germany 

France 

03 

0 1 

Germany. 

“ Other French Africa M , 

: i 

6 

6 

4 4 

Netherlands 

France 

3 4 

Syria — Lebanon 

. i 

6 

<Ti 

w Other Cont. Asia " 

— 

Italy .... 


6 

1*2 

“ Other Africa ” 

08 
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Table V {canid.) 


Country. 

Percentage 
of country’s 
merchandise 
exports 
sent to U.K. 
in 1938. 

Percent- 
age of 
all U.K. 
exports 
sent to 
country 
In 1938. 

Chief market. 

Percentage 
of aU U.K, 
retained 
imports 
bought 
from 
country 
in 1938. 

(1) 

Austria 


(3) 

03 

„ ( *> 

Germany 


44 Other Africa ”... 

r> 

_ 

44 Other Africa ” 

— 

Algeria .... 

Netherlands Indies . 

5 

02 

France 

0*3 

5 

08 

British Malaya 

06 

Japan, Korea, Formosa 

Bulgaria 

5 

0 4 

Manchuria 

10 

4 


Germany 

01 

Hong Kong and Macao 

4 

08 

China 

01 

Turkey ..... 

3 

05 

Germany 

0 1 

Philippines .... 
French Indo-Chlna . 

3 

2 

02 

0 l 

U.S. 

France 

0*1 

0*1 

Venezuela . . 

French West 6nd Equatorial 

2 

03 

Curacao 

02 

Africa 

2 

02 

France 

l ___ 

Thailand .... 

1 

03 

British Malaya 

— 

Manchuria .... 

1 

0 1 

Japan 4 

Belgium 

0*1 

Belgian Congo, Ruanda Urundi . 
Portuguese Africa . 

Colombia .... 

— 

0 1 

— 

— 

04 

Portugal 

— 

— 

04 

U.S. 

— 

Panama 

i 

0 1 

U.S. 

— 

Guatemala .... 

— 

— 

U.S 

— 

Honduras .... 

— i 

— 

U.S. 

— 

Nicaragua .... 

— » 

— 

US. 

— 

El Salvador 

i 

— 

U.S. 


Guadeloupe and Martinique 

— 

— 

France 

— 



100 0 


100 0 


1 The possible error in these figures due to rounding exceeds 5 (see note below to column 2), 

• The figures in brackets show the percentage of the country’s total exports sent to the U.K., 
it gold exports (or gold production if that is lower) are d< emed to go to the U.S. These adjusted 
figures are shown in column 2 only where the percentage for merchandise exports is altered by 6 
or more. 

* If gold exports (or gold production if that is lower) are deemed to be sent to the U 8., the 
U.8. becomes the 44 chief market ” in cases marked *. 

4 Including Korea and Formosa. 


Notes on Table V 

This table is derived mainly from Annex III of The Network of World 
Trade , League of Nations, 1942, which shows merchandise trade only and 
excludes trade in gold and silver. Figures for gold exports were taken from 
Annex II of the same publication, and, in the case of Russia, from the Ninth 
Annual Report of the Bank for International Settlements. Gold production 
figures were taken from The Statistical Year Book of the League of Nations and 
The Mineral Industry. 


Column (1). 

The definitions of the composite “ countries ” may be found on p. 106 of 
The Network of World Trade. 


Column (2). 

Since the figures in The Network of World Trade are rounded off to the 
nearest million dollars, there is some inaccuracy in the percentages shown in 
column (2). This does not, however, appreciably affect the general picture 
shown since the possible error is of importance only for a few countries with a 
very small trade. (The countries for which the possible error exceeds 5 are 
marked J . It will be seen that these countries took less than 1% of our exports.) 
It was therefore thought better to work entirely on the relatively comparable 
figures shown in The Netu>ork of World Trade than to seek to increase the 
accuracy of the figures, by reference to other publications, at the expense of 
% reducing their comparability. (In one extreme case, however — the Falkland 
Islands— another publication was used to calculate the percentage in column (2).) 
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Columns (3) and (5). 

The figures derived from The Network of World Trade were supplemented 
where necessary from the Annual Statement of the Trade of the U.K., 1938. 
A few trifling adjustments have been made to the percentages so as to make 
the totals add up to 100*0. As in The Network of World Trade , U.K. trade with 
the Channel Islands is excluded. 

Column (4). 

The countries listed down the side of the table in Annex III of The Net - 
work of World Trade were used for the purpose of determining the “ chief 
markets.*' For this reason composite “ countries,” such as “ Other Continental 
Asia,*' appear in a few cases as the chief market. The chief market shown is in 
most cases, however, a major trading nation. 

A number of the chief markets shown may, for obvious reasons, be somewhat 
misleading (e.g., Curacao as the chief market of Venezuela, and Hong Kong as 
the chief market of China), but such cases are small in number. 

Of the countries for which neither the U.K. nor the U.S. was the chief 
market, those for which the U.S. market was bigger than that of the U.K., 
according to The Network of World Trade , were : Japan, Manchuria, China, 
Netherlands Indies, French Indo -China, Hong Kong, Italy, Greece, Turkey, 
Venezuela, Belgian Congo, French West and Equatorial Africa, the Guianas, 
Tanganyika (the last three qualify for this list only if gold exports — or gold 
production if lower — are included and deemed to go to the U.S.). These 
countries took of our exports — the figure given in the last paragraph but 

two of the text. 


Note on Maps I and II 

The classification of countries in Table V (on which the figures in the text are 
based) is that adopted in The Network of World Trade , and therefore includes 
some groups of countries. In order to draw Maps I and II it was necessary to 
obtain further details for the individual countries within these groups by reference 
to other sources. The statistics readily available were not always entirely satis- 
factory, and, while use was made of the best information ob tamable from such 

S ubhcations as the Statistical Abstract of the British Empire , the League of 
fations* International Trade Statistics and the U.S. and U.K. Trade Returns, 
it is possible that one or two minor countries are shown in the wrong category in 
Maps I and II ; but the general picture is certainly not appreciably affected. 


Wadham College , 
Oxford . 


G. D. A. MacDougall 



THE TERMINOLOGY OF TAX ANALYSIS 

The analysis of the working of taxes through the economic 
system is commonly built round two propositions, universally 
known and apparently as universally accepted. The first of 
these is concerned with the classification of taxes, the second 
with the method of analysis of their operation. These two pro- 
positions may be expressed as follows : (i) Taxes can most con- 
veniently be divided into two categories, direct and indirect ; 
direct being those levied immediately on the persons “ who are 
to bear the burden ” (O.E.D.) ; and indirect those which are not 
so levied, (ii) In the case of an indirect tax, the party who 
has to make the contribution to the revenue authorities normally 
proceeds to shift the “ burden ” somewhere else. In view of 
this, it follows that the analysis of the operation of taxes can 
most conveniently be tackled by pursuing this shifting process 
through the economic system to the point of “ incidence,” or 
perhaps to further points, known as “ effects ” or “ diffusion.” 

Neither of these propositions is wholly satisfactory, as is 
evident from confusions which have arisen in classifying and 
analysing taxes; and it seems clear from the literature that 
unless they are very carefully handled they do not lead to a 
process of analysis which brings out clearly the factors of greatest 
economic importance. 

In respect of the classification of taxes into direct and indirect, 
it is hard to disagree with the writer in the Handworterbuch that 
“ the generality of the acceptance of these terms is only equalled 
by the differences in their application.” 1 It is natural, indeed, 
to expect that as the composition of tax structures changes from 
age to age, the usage of the terms should be modified in the 
course of time, and this is no doubt part of the explanation. 
The most famous aberration of all — the declaration by the 
Supreme Court of the United States that income tax is not a 
direct tax — had an extra-economic ' explanation ; 2 but current 
differences in the practice of experts are far too important to 
be brushed aside by explanations along these lines. To-day, for 
instance, we find the O.E.D. declaring that the local rate is a 

1 Handwdrterbuch der StaatswisBenschaften, article on direct and indirect taxes. 

1 The decision was given in respect of the inoome tax of 1862, and was an 
effort to circumvent Article I, § 2, C3 of the U.S. Constitution, which stated that 
“ direct taxes shall be apportioned among the several States according to their 
population ” — an obligation which would have nullified the purpose of the 
income £ax. 
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direct tax, while most economists, and the Central Statistical 
Office, would agree that it is an indirect tax. Motor-licence 
duties on private cars are regarded by the revenue authorities 
as direct taxes, most economists would probably class them as 
indirect, while the C.S.O. covers itself (in the notes to the Budget 
White Paper calculation) by stating that “ they are here regarded 
as direct taxes.” Clearly this is an unsatisfactory state of affairs, 
and we should be able to improve it by taking a little thought. 

Parallel difficulties arise in the use of the all too familiar 
terms “ burden ” and “ incidence.” It is doubtful, to begin 
with, whether the term “ burden ” without qualification has any 
right in the discussion of a redistributive system of publio finance. 
Apart from this consideration it is (as we shall see) used in at 
least two quite different connotations by different writers (by 
the Colwyn Committee in both, in different sections of their 
Report). The usage of the word “ incidence ” is in no better 
condition. The Colwyn Committee declared — on what evidence it 
is not clear 1 * * — that in popular usage the term covered “ not 
only the initial burden of a tax, but also the whole range of 
consequential effects,” while for economists “ incidence is only 
concerned with where the more immediate burden of the tax, 
as a tax, rests.” * Small wonder that Cannan had wanted to 
abandon the term altogether . 8 

I. The Classification of Taxes 

It is not easy to trace the origin of the terms “ direct ” and 

“ indirect ” as a technical classification. In Prance the phrase 
“ assise directement ” was apparently in use for personal taxes 
at least as early as the sixteenth century . 4 Adam Smith uses 
the term “ direct tax,” but in a context which makes it difficult 
to decide whether he considered himself to be employing it in a 
technical sense . 5 * * In the United States at the tkqe that Adam 

1 This was certainly not the view of Edgeworth, see below, p. 48. Marshall, 
who mainly used tax analysis as a method of illustrating certain propositions of 
general theory, and was consequently not over-nice in his use of fiscal terms, 
certainly used the phrase “ ultimate incidence ” in a manner which is not con- 
sistent with the Colwyn Committee’s dictum. 

1 Report of the Committee on National Debt and Taxation, Cmd. 2800 of 
1927, p. 106. 

1 Memoranda Relating to the Classification and Incidence of Imperial and 
Local Taxation of R.C . on Taxation, 1899, p. 166. 

4 Cf. Bodin, Six Livres de la Ripablique, 1677, quoted in the Handwdrterbuch, 
loc. cit, 

4 Wealth of Nations , Vol. II, chapter 2 : “ There are two different circum- 
stances which render the interest of money a much less proper subject of direct 
taxation than the rent of land.*' 
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Smith was writing the term was already in very technical use, 
but in the highly specialised meaning of the poll tax. Trior to 
the introduction of the income tax, the normal English tax 
classification was not direct/indirect, but “ assessed taxes ” (on 
land, windows, hearths, servants and s imila r outward indications 
of wealth), on the one hand, and customs and exeroise, on the 
other. A parallel distinction in Germany was between personal 
taxes and excises, in France between those “ assises directement ” 
and “ tarifs.” In England the assessed taxes seem usually to 
have been regarded as direct, but on the introduction of income 
tax its more obvious directness, and the decline in importance 
of the assessed taxes, led to income tax being regarded as the 
direct tax par excellence. 

The early connotation of the term “ indirect ” is much more 
shadowy, and its use much less frequent. In one sense “ indirect- 
ness ” apparently consisted in the tax being levied on a commodity 
and not on a person, but since the commodity could not pay the 
tax itself, this was not very satisfactory. A more sophisticated 
view was that the indirectness consisted in the tax being levied 
indirectly on one set of people by collecting it from another set 
of people, who would subsequently recoup themselves from the 
first set. It is, of course, this meaning which lies behind the 
analysis of shifting. It will be observed that this interpretation 
already imples a theory of incidence — a theory, that is, that there 
exists somewhere a “ real ” taxpayer other than the party who 
is in contact with the revenue authorities. 

Thus a situation was reached in which, in England at least, 
there was general agreement that income tax (including probably 
death duties) was a direct tax, while customs and excise were 
indirect taxes. It was over the remaining (by no means un- 
important) components of the tax structure that differences of 
opinion arose, and still arise. As so often happens, especially in 
this part of the economic field , 1 confusion has arisen through 
attempts to force distinctions proper to different types of inquiry 
into the procrustean bed of a single classification. In fact, there 
seem to be three main uses for which we need to classify taxes. 
For convenience we may call these the administrative, the social 
accounting and the analytical uses. A single classification has 
only been made to serve hitherto because over a considerable 

1 Cf. the controversy over the place of indirect taxes in. National Income 
calculations, especially Bowley, The Measurement of Meal Income , Manchester 
School, April, 1940 ; and Studies in the National Income , published by Cambridge 
University Press for N.I.E.S.R., and J. R. Hicks, “ The Valuation of the Social 
Income,** Economica , 1940. 
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part of the territory the boundaries overlap. This does not make 
the strait jacket into a tailor-made. 

The direct /indirect classification was clearly in origin, and is 
still essentially, an administrative distinction. The administrator 
sets out with a definite group of potential taxpayers in mind 
(e.g. } smokers, or income receivers of a certain category). He 
needs a distinction which makes it clear whether they are to be 
approached directly and personally, or through a third party. 
In most cases the distinction leads to an obvious classification, 
but there is one small difficulty. 

Approach by the revenue authorities to the taxpayers may be 
direct, either in the sense of assessment or of collection. Thus, 
in the case of income-tax, assessment is direct, but collection is 
coming more and more to be indirect, as new methods of stoppage 
at source are evolved. The collection of E.P.T. is wholly indirect. 
On the other hand, taxpayers are in direct contact with the 
revenue authorities (or their deputies) when they pay their motor 
or wireless licences, yet these are taxes which depend not on the 
income of the taxpayer (from work or property), but on the 
fact of his desiring to enjoy the services of a particular type of 
capital goods. The vehicle licence duty is graded by the type of 
vehicle, just as the local rate is graded by the type of house ; for 
the owner-occupier the two taxes are exactly parallel. 

The British revenue authorities would appear to prefer to 
class as 4 4 direct ” all those taxes which are either directly assessed 
or directly collected. If this is the most convenient administra- 
tive procedure, they are naturally at liberty to do so ; economists 
cannot object if an administrative distinction does not make 
very good economic sense. 

With the social accounting distinction we move to entirely 
different ground. It is now generally recognised that there are 
two fundamental concepts of the National Income — those which 
are called by the Buget White Paper the 44 National Income at 
Factor Cost,” and the 44 National Income at* Market Prices,” 
respectively. The first of these is an objective or technical con- 
cept; the second is a subjective or welfare concept. When 
measuring the National Income at Factor Cost, the. different 
commodities or services in the national output are valued accord- 
ing to the amounts of the factors of production which have gone 
to make them; the relative prices of the factors are taken to 
represent the rates at which the various factors are capable of 
being technically substituted for one another at the margin, so 
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that the cost of a commodity is taken to represent the amount 
of the nation’s resources which have gone into making it. The 
welfare concept of the National Income reduces the different 
commodities to a common measure, not according to their costs, 
but according to their marginal utilities. In most cases (though, 
as we shall see not in all) the relative prices of commodities 
represent their marginal utilities rather better than their relative 
money costs represent their technical rates of substitution. But 
this does not necessarily mean that the Welfare measure of the 
National Income is superior to the Factor Cost measure. The 
two measures are useful for different purposes; and it seems 
probable that the Factor Cost measure is useful for more purposes 
than the Welfare measure is. 

In order to deduce the Welfare measure from the Factor Cost 
measure we have to add in the revenue from the taxes which 
people have to pay in order to have the right to enjoy certain 
commodities (and to make a similar adjustment for subsidies). 
Now, what precisely are the taxes which have to be added in? 
The White Paper says “ indirect taxes ” — but what are indirect 
taxes in this sense ? 

The tax distinction which is here relevant is that between the 
income taxes which are already included in the returns of income 
on which the factor cost calculation is based, and those taxes 
which mark a spread between the factor cost and the demand 
price for the article. The distinction is essentially one between 
taxes on income and taxes on outlay — outlay which may consist 
in the outright purchase of a commodity or in securing the right 
to its use for a prescribed period. 

The taxes which have to be added in when we proceed from 
factor cost to market price are : (i) taxes which are charged to 
consumers as a condition of the enjoyment of particular goods 
or services (such as the entertainment duty or purchase tax), 
(ii) taxes which are paid by producers at one stage or another of the 
production process of such goods (such as the duty on industrial 
oils, or local rates on factories). These are duly added in by the 
White Paper; but it also adds in local rates on houses. As we 
shall see, it is quite proper to do this ; but local rates on houses 
do not stand exactly on all fours with the others. 

Theoretically, at least, local rates on houses are assessed on 
the occupier ; thus it would seem more consistent to say that the 
market price for the occupation of a house is the net rent, exclusive 
of rates, than it is to include rates in the “ market price.” Never- 
theless, it is right to include rates in the computation of the 
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National Income according to the Welfare measure ; for whether 
Or not rates are part of the market price of house occupation, 
they are certainly part of the demand price, or marginal utility 
in terms of money.* It is the inclusive rent (rent inclusive of 
rates) which the householder has to take into consideration when 
he is balancing his need for house-room against his need for 
other things. There is therefore no doubt that domestic rates 
should be added in when we are calculating the National Income 
on the Welfare measure ; what we learn from attending to this 
case is that “ National Income at Market Prices ” is a very im- 
perfect description of the Welfare measure. 

There are some other cases where the failure to attend to this 
distinction seems to have led the C.S.O. into actual error. Revenue 
from wireless licences, and that from the licence duty on privately 
owned motor vehicles, belong to exactly the same category as 
domestic rates; they do not enter into what the consumer pays 
“ on the market,” but they do enter into what he has to pay in 
order to acquire the right to certain satisfactions, over and above 
the factor cost involved. They should be reckoned as “ taxes 
on outlay ” — or indirect taxes in the social accounting sense — 
and added in when we proceed from factor cost to the Welfare 
concept of the National Income . 1 

These adjustments — particularly the transfer of the revenue 
from wireless licences and from vehicle duties on privately owned 
cars — from the direct to the indirect category — would be an 
improvement in the practice of National Income calculations. It 
is clear from the above analysis, however, that the social account- 
ing tax distinction is at least as definite and significant in its 
own field as the administrative distinction is in the other. As 
it is unlikely that the two classifications can ever be made to 
coincide completely, it would seem preferable to give them 
separate names — for instance, retaining the terms direct /indirect 
for the administrative distinction, and adopting income/outlay 
for social accounting purposes. 

1 It is probable that something of the same sort of argument should in principle 
be applied to the case of Stamp Duties. The C.S.O. treats Stamp Duties on the 
transfer of property as “ direct ” taxes. It could, however, be maintained that 
the payment of Stamp Duty on, e.g., the purchase of a house, is incurred because 
the purchaser seeks to acquire certain satisfactions (more accurately .to exchange 
lesser for greater satisfaction), and that therefore it enters into the marginal 
utility of his expenditure as other outlay taxes do. It would even be possible to 
extend the same argument to the purchase of securities ; but the point is a fine 
one, and it must be admitted that the calculation of a “ price level ” for deflating 
such refined satisfactions would probably be an impossible task. Nevertheless 
it is important to notice that no logical ground for the classification of Stamp 
duties into those which are and which are not direct taxes appears to exist. 
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In contrast to the social accounting tax distinction, which 
originated with, and depends on, modem methods of calculating 
the national income, a shadow of what we have called the “ analyti- 
cal ” distinction has long haunted the literature , 1 in the form of 
a hunch that taxes which fall upon the total income or substance 
of the taxpayer are in a different class from other taxes, and a 
consequent suggestion that the term “ direct ” ought to be 
reserved for the former. 

To graft this point of view on to the administrative distinc- 
tion is not practicable. Yet it cannot be doubted that there is 
an important idea behind it, which parallels closely the normal 
economic distinction between general and partial analysis. Just 
as there are some problems in economics ( e.g . those concerned 
with price and output policy) which can most conveniently be 
tackled from the starting-point of the single firm or industry; 
and others which require the standpoint of the community 
phenomena of spending, saving and investment, so there are 
some taxes whose operation is best observed from the stand- 
point of a particular comer of the economic field, and others of 
which we can only make sense against the background of general 
phenomena. 

That a distinction is required between partial taxes which 
operate (entirely at first, and always most intensively) within the 
framework of a limited group of industries, and general taxes 
which effect the whole level of consumption and investment, is 
evident from the frustrated attempts of some of the witnesses 
before the Colwyn Committee 2 to treat income tax by a partial 
analysis, and to go about looking for “ mark ups ” of particular 
selling prices as a result of a change in income tax, for all the 
world as if they were tracing the effects of a rise in the tea duty. 

Although for the economist the analytical classification of 
general and partial taxes is perhaps the most important of all, 
it is not on a par with the other two distinctions. In the first 
place, it is merely a classification of convenience — partial taxes 
are those whose operation can most conveniently at any particular 
time be traced by a partial analysis, and mxdatis mutandis for 
general taxes. Prom this it follows that the position of individual 
taxes may conceivably change over time. For instance, it would 
have been perfectly logical for a classical economist to treat a 

1 For instance, James Mill, at least in the first ed. of his Principles, and in the 
German literature, especially J. F. Neummann and Sch&ffie. 

* Report on National Debt and Taxation, cit ., p. 108, and more extensively 
in the Minutes of Evidence. 
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tax on bread by a general (Ricardian) analysis — emphasising its 
probable effect in driving the worker below the margin of sub- 
sistence ; under present British conditions a tax on bread would 
call for just the same sort of partial analysis (effect on consump- 
tion of bread, and possible effect on production, and on the 
consumption and production of related commodities) as a tax on 
tea. 

Secondly, there are some taxes (e.gr., the local rate) which, 
though partial in form, are of such widespread importance (in 
this case both on income and on capital account) that the analysis 
of their operation as partial taxes requires to be supplemented 
by an analysis of their general effects. The relative importance 
of the two lines of analysis depends to some extent on the period 
in which we are interested — for instance, in this case the partial 
analysis is sufficient so long as we are mainly interested in a 
period too short for a change in rates to have a noticeable effect 
on building ; but in the longer period — in view of the importance 
of house-building as a form of investment — the effect of rates on 
investment may be the most important factor to consider. 

I. The Method of Tax Analysis 

The analytical classification of taxes brings us up against 
the method of tax analysis. A change in a rate of tax immediately 
sets up economic and social reactions, and necessitates readjust- 
ments, which may conceivably be felt throughout the economic 
system. To describe the operation of a tax Pantaleoni used the 
metaphor of a stone being thrown into a pond. The economist 
must be prepared to trace the course of the whole circle of ripples, 
and should be able to say which of them does most harm to the 
banks of the pond. 

The first step in the process is to take account of where the 
stone enters the water. In the case of an income tax, it is easy 
to see this, and consequently no “ theory ” of incidence is required. 
This is the (quite sensible) meaning behind the statement that 
an income tax cannot be shifted. In the case of an indirect tax 
the accepted procedure is to start with the party which is in 
contact with the revenue officials, and to find out what this 
party does about its financial obligation ; but the ensuing search 
may be interpreted in either of two ways. 

In the hands of some writers it is primarily a search for the 
party whom the Government wants to tax; in the hands of 
others it does include the gradual unravelling of the entire economic 
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operation of the tax through the system. For instance, in Selig- 
man 1 (who is mainly responsible for the shifting/incidenoe 
terminology) the emphasis is on the first of these interpretations. 
He speaks indeed of “ effects ” as well as of “ incidence,” but 
they generally appear to be no more than steps in a multiple 
process of shifting to the consumer . 8 In the hands of Marshall, 
who is using the process of tax analysis to .illustrate the theory 
of quasi-rent, in following the adventures of the hard, bright 
stones we are taken a fairly long ride through the economic 
system . 3 

Now, in some circumstances the identification of the taxpayer, 
in the sense of the person who provides out of his income the 
difference between factor cost and market price, may be a matter 
of some little difficulty (e.g., in the case of a tax on working 
capital, such as industrial oil, which plays a part in the produc- 
tion of a variety of goods). In respect of the great majority of 
outlay taxes, however, the taxpayer in this sense is perfectly 
obvious, and the answer can be found by common sense, without 
any elaborate mechanism of two- or three-tier shifting. Thus, 
when the tobacco duty is raised, there is no doubt in the minds 
of either the Government or the smokers that the stone is being 
thrown to the consumers of tobacco. 

This being so, it would seem simpler and more direct to start 
not with the productive stage which the revenue authorities may 
find it most convenient to contact (which will, no doubt, differ 
from tax to tax), but with the consumer-taxpayer. This amounts 
to saying, for instance, that the lady sitting over there in a fur 
coat and smoking a cigarette, has paid purchase tax on her coat, 
and tobacco duty on her cigarette, rather than that the whole- 
sale furrier has shifted purchase tax to the department store, 
who has shifted it to her, and the tobacco manufacturer has 
shifted the duty to the wholesaler, and so to the retailer, who 
has shifted it to the lady. 

This direct approach is, in any case, obligatory for social 
accounting ; it is, of course, the basis of the figures in the Budget 
White Paper. Estimates of the distribution of taxes on different 
income groups must also (although this is not always properly 
understood) * be based on the actual proportion of people’s 

1 E. R. A. Seligman, The Shifting and Incidence of Taxation. 

1 Seligman also mentions a “ wider M sense of effect “ which denotes any of the 
subsequent results of taxation/’ but he makes no effort to examine it. Cf. Shifting 
and Incidence , cit. definitions on p. 1. 

* Principles , 8th ed. Bk. V, ch. ix. 

4 Even such a careful economist as T. Baroa is hazy on this point, cf. The 
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incomes during a defined period, which go not to provide the 
incomes of those who furnish them with goods and services, but 
to form the incomes of taxing authorities. The calculation is 
essentially one of the distribution of actual revenue collected 
during the period; it is not concerned with what happens as a 
result of consumers’ incomes having been laid out in this manner. 

The establishment of incidence in this sense is, of course, only 
the beginning of the analysis of the operation of a tax — it might 
even be said that it is not strictly a necessary part of that analysis. 
There is, however, a great convenience in starting the analysis 
with the consumer in this manner, especially since, unless it is 
very carefully handled, the shifting mechanism is apt to run on 
too narrow lines. The operation of a tax has too often been 
conceived in terms of the movements and counter-movements of 
a certain “ lump ” of tax, whose presence at any time can be 
perceived by a definite swelling in the price which is the incidence. 
(The lump of tax might either be transmitted whole from hand 
to hand, or might split up — a case of “ shared ” incidence — in 
which case the trajectories of the different fragments would have 
to be watched, but their behaviour would be assumed to be 
broadly similar to that of a complete lump.) 

When the analysis is conducted along these lines it is mainly 
appropriate for discovering incidence in the limited Seligman 
sense, which is, in fact, very near the social accounting sense; 
as a scheme of the full operation of a tax it is obviously far too 
narrow. Even on its own grounds it does not allow, for instance, 
for the manufacturer preferring to vary quality rather than 
price, or the landlord increasing the repairs he is prepared to do 
after a rise in rates, rather than conceding a lower net rent. 

Much more important, the shifting mechanism is not con- 
venient for taking into account changes in related products or 
factors. Suppose, for instance, our young lady is now munching 
a chocolate, having given up smoking when the tax went up. 
The shifting mechanism can only tell us that the tobacco manu- 
facturer cannot pass on the tax, and that the lady “ evades ” 
it — although she has no intention of defrauding the revenue, and 
is merely registering an adjustment of her preferences to the 
new price situation. We should be better employed in trying 


Redistribution oj Incomes through Public Finance in 1937 , especially the discussion 
of the incidence of indirect taxes on pp. 141-2. On p. 126 he excuses himself from 
an analysis of the distribution of the revenue collected in 1937 from Land Tax, 
on the ground that the incidence is on the original land owners at the time when 
the tax was imposed — i.e. in the reign of William III. 




48 


THE ECONOMIC JOURNAL 


[MARCH 


to measure the loss of (combined) surplus in the tobacco industry, 
and the effect of the restriction of output which it implies, and 
setting it against changes in surplus in the confectionery or 
other industries, than in sitting down under this lame result. 
Finally, there is the possibility that the shifting mechanism 
may be misapplied to the operation of income tax, with the absurd 
results which were produced by some of the Colwyn witnesses. 

The fundamental trouble with this mechanism of analysis is 
that it does not go far enough or deep enough. Indeed, there 
has commonly been (as we have seen) some uncertainty as to 
how far the analysis should be carried ; this doubt essentially 
arises (as has been suggested above) from different interpreta- 
tions of the term “ incidence,” and consequently of the goal of 
the inquirer. Not infrequently — e.g., by the Colwyn Committee — 
there has been an attempt to draw a line between the near and 
the distant ripples, designating the former “ incidence ” and the 
latter “ effects ” or “ diffusion.” 

Now, as we have seen, there is a genuine difference between 
incidence in the social accounting sense and incidence in the 
sense of the economic working of the tax. In some exceptional 
circumstances — e.g ., where consumers’ demand or the supply of 
the factors is highly inelastic — the answer to the analytical inquiry 
and to the statistical calculation may be practically the same, 
but this can only be a rare occurrence. In some other circum- 
stances — e.g ., where the taxed commodity has no close relatives — 
there may occur a genuine discontinuity in the middle of the 
ripples, most of the operation being confined within narrow 
limits. This probably implies that for most purposes we need 
not bother to carry the analysis farther; but it does not alter 
the fact that we are concerned with an analytical, and not an 
accounting concept. In any case, it is never safe to assume that 
the discontinuity exists. In most circumstances (as the Colwyn 
Committee soon discovered) it is very difficult to draw a satis- 
factory line between the near and the further working of a tax. 

It was largely the fear that the analysis would be too narrow 
and would stop half-way at some imaginary point called “ inci- 
dence ” which caused Cannan to dislike the term . 1 Edgeworth 
also would have no truck with any dichotomy between incidence 
and effects, although terminologioally he was in the opposite 
camp from Cannan . 2 Undoubtedly they were justified in relation 

1 Cannan, Memoranda before R.G . c it. 

* Cf. especially the very interesting footnote to p. 151 in Collected Papers, 
Vol. EL. Edgeworth cut the Gordian knot by blandly declaring u incidence here 
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to what they had in mind. What neither Edgeworth nor Caiman 
perceived (aa at the time they were writing they hardly oould 
have done) was that there is also a distinct and important mean* 
ing in the social accounting sense of incidence, and, further, that 
this is a calculation which can be made with a fair degree of 
statistical accuracy and completeness. For the unravelling of 
incidence in the sense of the economic working out of a tax, 
on the other hand, we must largely rely — partly, but not wholly, 
for want of adequate data — on deduction and inference. 

We arrive thus at two fundamental concepts in fiscal theory : 

(i) the social accounting calculation of the proportion of people’s 
incomes paid over to taxing authorities in a defined period, and 

(ii) the analysis of all the economic adjustments through time 
and space resulting from a particular tax. These two concepts 
are different in kind, there is no question of one being a sort of 
first stage of the other. Social accounting is conoemed with a 
statistical comparison at a moment of time, corresponding to the 
period covered by the statistics (because of the nature of the 
data, this will usually be a year). The analytical conoept is 
essentially hypothetical. It is a comparison of two complete 
economic situations, one with a particular tax in force, the other 
without it. One of these set-ups will normally be imaginary, 
although statistical data on past changes are not entirely lacking. 

The statistical calculation can, and naturally should be, 
extended from tax to tax, so that the income distribution of the 
entire tax structure can be considered at once. It can be further 
extended to at least parts of the expenditure structure — although 
this raises more difficult logical questions — to ascertain the extent 
of income redistribution through public finance. The analytical 
inquiry, on the contrary, can only be concerned with a single tax 
or group of taxes at a time — it makes nonsense to imagine the 
whole tax structure away. It follows that it is not concerned 
with what beoomes of the revenue of the tax (which is an entirely 
separate analysis) except in the rare case when the two cannot 
be separated — e.g., the sugar duty and the beet sugar subsidy. 
It is, of course, possible, and just as desirable, to analyse the 
operation of subsidies (as negative taxes) in a similar way. 

If so much is accepted, it remains to determine what our two 
concepts are to be called. For the first the term “ Burden ” has 
already been used in a technical sense ; 1 no doubt following 

denotes all those effects of taxation with which the economist is concerned.” 
His concept is entirely consistent with what is called 41 effective incidence ’* below. 

1 Shims and Rostas, The Burden of British Taxation. 

No. 221 — VOL. LVI. E 
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Pigou, who declares (on what evidenoe is not clear) that “ burden 
is generally conceived to be represented by the money raised in 
revenue.” 1 It was also used in this sense by the Colwyn Com* 
mittee in their extension of Sir Herbert (Lord) Samuel’s calcula- 
tions; but they evidently did not consider that there was any- 
thing technical about the use, since they also employed it in a 
much wider looser sense when discussing the effects of taxation. 
It is evident from this that the term “ burden ” will not do ; apart 
from the fact that its implications are all wrong, it is too liable to 
cause confusion by being used both in a technical and in a vague 
non-technical sense. 

It is equally apparent that the term “ incidence ” by itself 
cannot be used for either concept ; yet the idea behind it, in fact, 
covers everything we need. In another place 2 it has been sug- 
gested that instead of the term “ burden,” the term “ formal 
incidence” might be adopted for the social accounting concept; 
while the term “ effective incidence ” 3 would be appropriate for 
the analytical concept. It is hoped that these terms are sufficiently 
different from ‘what has gone before to be confinable to technical 
usage, and at the same time sufficiently traditional to be con- 
veniently understood. 

It hardly needs emphasising that although the social accounting 
concept is truly formal, in the sense that in making the calculation 
we are not concerned with the adjustment of the lay-out of incomes 
as a result of public finance, it is not therefore insignificant. On 
the contrary, as the war-time Budget White Papers have shown, 
it is essential for a rational direction of policy. The term “ effective 
incidence ” seems preferable to “ effects ” or “ diffusion ” because 
it emphasises that we need to cast the net wider than either the 
primary or the secondary consequences of a tax, and acknowledges 
that the operational process is continuous. 

Ursula K. Hicks 


1 A Study in Public Finance , p. 165. 

1 The Incidence of Local Rate s, by J. R. and U. K. Hicks, published by Cam- 
bridge University Press, for N.I.E.S.R., 1945. 

* These terms are derived from Goschen, Collected Essays, who speaks of the 
incidence of rates “ in form and in effect. 1 ’ 



THE PROFIT MOTIVE AND THE ECONOMIC INCENTIVE 

Now that we are entering the reconstruction period, and after 
the talk there has been of late about the “ profit motive ” and 
the “ economic incentive,” it is as well to ask ourselves yet 
again what is and what is not wrong in these ideas as they were 
commonly accepted. My exposition may be a little rambling, 
but that does not matter provided that the salient points are 
brought out. 

Thinking neither of the philanthropist nor of the whole- 
hearted self-seeker, but of what Marshall called the “ normal 
man,” we may lay it down, I think, without fear of much con- 
tradiction, that this “ normal man,” if industrialist, must be 
supposed to have at least the same Bort of interest in the lay-out 
of his factory as, say, in the design of his garden — the same but of a 
higher order, because it expresses himself more at the core. 
(Some people would only agree subject to certain limitations, but 
let that pass for the moment.) He exercises similar powers of 
selection, based on the rational preferences within his choice. If 
you told him that he was only trying to make more money, he 
might hastily assent, particularly if he had a smattering of 
Political Economy. Nevertheless, it would not be true, I should 
say, in nine cases out of ten. His real meaning would be that in 
the main he strove after efficiency, and naturally assumed that in 
the degree in which he attained it he would make more money. 
Pecuniary gain, I should hold, only figures, more or less according 
to his nature, in the complex of his motives : but it goes without 
saying that he would not be so foolish — and indeed so regardless of 
his duty — as to do what it was not worth while doing from the 
point of view of results. Efficiency implies this. 

The last few words of the above paragraph furnish one clue 
to the maze of misunderstanding over this matter. Watching the 
employer, we observe that he is constantly preoccupied with the 
monetary considerations which have a bearing upon cost in relation 
to price, for instance with the relative advantages in net returns of 
increasing his plant installation or his labour equipment, or of 
economising in jnaterial. This means trimming the ragged edges 
of his undertaking to maximise the net proceeds. He must aim at 
getting equi-marginal returns from the various steps that he 
takes, to make the best of his job. Similarly, as consumers, we 
must all try to buy in such a way as to get equi-marginal returns 
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from our purchases per unit of expenditure to make the best of 
our incomes. But it would be ridiculous to say that we thereby 
prove ourselves to be sordidly driven. So when the employer 
makes adjustments at the limits of his business in the manner I 
have indicated, it by no means follows that in directing his life he 
is governed solely, or mainly, by expectation of personal gain ; 
that he would have been, say, a maker of blacking rather than a 
manufacturer of machinery had he foreseen more profit from being 
the former than from being the latter. Let me take a strong case 
to illustrate. The Building Committee of a Town Council, con- 
cerned with the erection of a Town Hall, will naturally give atten- 
tion to the cost of brick for certain parts as against the cost of 
stone, or, say, the advantages of five storeys on a given ground 
space as against six on a smaller ground space. These and other 
matters of detail involve calculations of relative costs, but the 
project as a whole is, ex hypothesi, entirely outside the realm of 
economic incentives. Or, again, consider the work of the archi- 
tect. He may allow for this and that substitution or omission in 
making his plans, but his basic design is independent of these, and 
can by no means be regarded as the mere integration of cost and 
consequences at each stage in the building up of his idea. 

In a recent communication to a daily paper, it was hrgued that 
without large rewards business leaders would not be adventurous. 
This is to put the cart before the horse. (Raleigh’s dream of El 
Dorado, by which he was. obsessed, originated in his restless 
daring, not in cupidity.) A man is adventurous because he has an 
adventurous spirit. But, of course, it is a fact that he may be 
deterred from giving vent to it if, on weighing up the chances, 
the fruits of success do not strike him as ample enough to counter- 
balance the possibilities of failure. Inventiveness is -analogous. 
It is undeniable that a self-respecting man who has discovered 
something of industrial value may not unnaturally feel aggrieved 
and be discouraged if his reward is niggardly, but no one would 
commit himself to deducing from such a fact that his inventiveness 
was derived from the hope of a colossal reward. That there is a 
pretty prevalent desire to make money we must all allow, but it is 
not the sole or the fundamental motive force in economic function- 
ing. Much of this force proceeds directly from the individual’s 
inherent faculties without the aid of incentives, and in so far as 
incentives are responsible they are not all of them economic 
incentives. 

However, recognising that money counts personally in human 
affairs and is often over-valued is not the same thing as believing 
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that the expectation of gain plays the like part in the productive 
system as steam in the steam engine : that the larger the prospec- 
tive gain the better the work, as the higher the steam-pressure the 
greater the horse-power generated. It is true that the bad habit 
of excessive acquisitiveness can easily be contracted. Even the 
artist may prostitute his genius and aim at popularity and opu- 
lence, but otherwise he produces what his art tells him to produce, 
and then tries to sell it for as much as he can get. There is a 
greedy strain in human nature ; but it weakens among the really 
civilised as enlightenment brings out more agreeable qualities. 
That there is still a cult of money, we must all be aware, but people 
are turning away from it with indifference, if not with contempt. 
Today we seem to be a compound of idealism and self-seeking, 
with the former steadily gaining in ascendency ; though, maybe, 
in looking at the present against the sombre background of the 
past, one is liable to view things through glasses slightly rose- 
tinted. 

It used to be argued, as a sort of corollary from the raw “ eco- 
nomic inducement ” creed, that, other things being equal, the 
joint-stock company could not be expected to show the same 
resourcefulness as the private business, because in the latter the 
benefit of exceptional originative power went to the owner, who 
was the efficient cause, whereas in the former it went in bulk to 
the shareholders, who were not the efficient cause. But recent 
history, according to my reading of it, lends but little support to 
this conclusion. The chairmen and managing directors of great 
concerns, whose earnings do not vary directly as the profits of their 
concerns, would not appear to be lacking in forcefulness as a class. 
Moreover, in the matter of taking the long view, and of insuring, 
by expenditure on research, that new discoveries and inventions 
will be forthcoming, joint-stock companies are anything but 
behindhand in comparison with private businesses. This teaching 
of experience is by no means surprising : self-expression in achieve- 
ment, for which capital under successful joint-stock organisation is 
comparatively unlimited, is ordinarily a deeper motive in human 
affairs than pecuniary gain with those who count most. Pretty 
much the same can be said of co-operative societies, municipal 
enterprises and such State schemes as the Central Electricity 
Board. We are getting to be a highly heterogeneous agglomera- 
tion of business types. In between private enterprise at the one 
extreme and social enterprise at the other extreme, we find in- 
numerable mixtures of both to choose from, embodying different 
degrees of public control to suit particular circumstances. This 
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must be all to the good, for it is inoonoeivable that any one 
arrangement should be superior to any other in every respect and 
for every purpose. Individual initiative is, of course, vital, in all 
ranks, whether in organisation, administration or executive work ; 
and progress depends on its cultivation. Sometimes it is exercised 
at its best, and to the greatest social benefit, in private under- 
takings, and sometimes in such group formations as those noticed 
above. 

The mistake of identifying monetary actuation with personal 
initiative lies at the root of the error I have been trying to expose. 
Initiative is an inherent power of human nature which can act 
spontaneously or in response to an outside stimulus. In the social 
system it is the motive force. The one-sided “ economic-incen- 
tive ” theory was sometimes advanced to account for its operation 
in business matters. But nobody who had pondered over the 
matter could suppose for a moment that the thought of what paid 
one best was the primary fact and strenuous application merely 
the product or an expression of it. And unfortunately the 
confusion — which still survives, though less vigorously — bred 
other confusions which obscured the social problem. It was 
assumed by not a few that the thorough-going individualist 
accepted the false doctrine in question in its entirety. But this 
is not correct. An individualist is one who believes that the best 
is attained by allowing the maximum scope to freedom of action ; 
but he may profoundly dissent from the view that creativeness is 
generated only by expectation of gain and only in the degree of 
the gain foreseen. Again it was assumed by not a few that the 
socialist wholly rejected the doctrine and was all for suppressing 
the motive of recompense. This, however, is not so. The 
thorough-going socialist believes that the community functions 
most perfectly under a good deal of State direction, with design 
imposed from the top in place of the pattern made by the inter- 
play of unregulated competitive activities ; but he may hold, 
nevertheless, that the initiative required for the most efficient 
working of the economic system can only be ensured by the 
scientific utilisation of adequate rewards. I am not concerned 
here to argue the issue as between those with individualistic 
leanings and those with socialistic leanings, but only to point out 
that clear thinking is called for unless the controversy is to prove 
futile. What we have in hand now is an analysis of the forces at 
play in the community in its economic aspects. The moral 
question, how people ought to be guided in their actions, is some- 
thing ever and above this. 
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Half the distrust of “ big business ” or any kind of “ combina- 
tion ” was rooted, I imagine, in the fear that monopoly must be 
the end of it and the exploitation of the consumer. Competition 
came to be regarded as the indispensable preventive. Conse- 
quently many who were fully alive to the wastefulness of thorough- 
going competition in many circumstances were fully prepared with 
their eyes open to preserve it intact — apart from very exceptional 
cases — rather than to run the risk of having to submit to the 
extortion and limitations of freedom which, in their view, mon- 
opoly would usually entail. But why assume such a terrible 
dilemma ! There are no signs as yet that combination is absorbing 
the field of economic endeavour, and there is no sign as yet that 
the community taken as a whole is suffering from such amalgama- 
tions or other groupings as we have — though the existence of 
regrettable abuses must be allowed. Besides, there is a third 
course. Big business has its merits under certain conditions in 
eliminating effort that is wasteful from the public point of 
view, as I have already indicated, and there seems no reason why 
in the future, with greater knowledge of the problem and the 
development of public control, it should not be possible to suppress 
its anti-social menaces without sacrificing its usefulness. It is 
all a question of the balance of advantage in each instance, having 
regard to the powers that are available. The amputation of a 
limb is not always the best for the body as a whole. 

It is quite a mistake to suppose that business men and work- 
men are fundamentally different in their psychologies. They are 
not fundamentally different, and could not be, but are, on the 
contrary, fundamentally alike. It is because they are so much 
alike that they can quarrel so bitterly ; and afterwards make up 
the quarrel so quickly. They merge into one another ; and some 
members of the one class come out of the other. It cannot be 
disavowed, of course, that a basic psychology may get, and does 
to some extent get, overlaid by occupational and class sentiments. 
This is another question ; but it makes it the more appropriate 
to examine separately the motivation of the two broadly dis- 
tinguished classes. We may turn, then, from the controlling 
to the other side ; and after doing so we shall, I think, find our- 
selves even more sceptical about the dictatorship of the “ eco- 
nomic incentive.” Much that has been said above of the em- 
ployer holds also of the employee. 

Chance, opportunity and environment play the dominant part 
in determining a person’s calling, but otherwise a young man 
usually becomes a mechanic, say, instead of a market-gardener, 
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not to make more money, but because he is a bom mechanic, so to 
speak ; or he chooses to be a maxket-gardener because his taste 
lies in that direction, though he may make less. In short, cal- 
culations of relative lucrativeness only appeal normally within a 
limited range of more or less equally attractive openings. The 
personal equation, given partly by nature and partly by circum- 
stances, is the governing factor. Children begin to talk, not 
because they see the advantage of talking, or are persuaded to do 
so, but because they must talk — as their distracted parents know 
full well. It is their instinct so to do. And some start drawing, 
not because they have been told that artists may make a lot of 
money, but because they cannot resist their inclination to draw. 
The young mechanic is the child grown up, with the same nature, 
only in his case, as reasoning plays a larger part, prospective 
earnings do become an important consideration. But always, 
with everybody, the seemingly sordid considerations reflect a 
mixture of motives and anticipated effects. That there are 
grasping workpeople, as there are grasping employers, nobody 
would dispute for a moment, but the discriminating observer will 
refuse to believe that greed is their salient characteristic, though, 
like other people, they want to have enough to live on in reasonable 
comfort. Also they want a “ fait share.” What should be 
regarded as a “ fair share ” is another story, and too long a one for 
the tail-end of this article. 


Ware. 


Sydney Chapman 



WAR-TIME CHANGES IN THE ORGANISATION OF 
TWO GROUPS OF EASTERN COUNTIES FARMS 

The pattern of agriculture in any area is the result of the 
oombined judgment of its fanners as to the best method of utilising 
available resources, and, as farmers are continually trying to find 
a balance between their natural and their economic environment, 
the pattern is continually changing. 

Normally this adjustment to changing levels of prices and 
costs is relatively slow. Even during a violent depression the 
farmer tends to wait for improved prices, and does not easily 
abandon accustomed practice. Moreover, if and when he decides 
to do so, the rate at which alterations can be effected is influenced 
by the long-term nature of the agricultural process. A general 
transition, for example, from wheat-growing to milk production, 
from tillage to grassland, cannot be accomplished easily. Cow- 
sheds must be erected, pastures established, dairy-stock selected 
and bred, and several years must elapse before the change in 
intention is translated to a substantial increase in the dairy herd. 
Shifts from pasture to tillage, however, occur more rapidly, 
particularly when agriculture is being forcibly adapted to war- 
time needs. In this investigation it is proposed to examine 
the changes, both physical and monetary, which have occurred 
in two groups of farms in the Eastern Counties between 1938 
and 1943 , and, by recalculating income, output and expenditure 
on the basis of 1938 prices and costs, to estimate the capacity 
for survival of the 1943 form of production in the event of a return 
to the price and cost conditions of 1938 . Stated simply, the 
problem is to ascertain whether the 1943 organisation would have 
paid the farmer better at 1938 prices and costs than the organisa- 
tion actually followed in that year. 

The farms concerned are situated on the central Norfolk 
loams and the south Essex London clays, and financial and other 
data are available for each of the six years 1938 - 43 . There are 
twenty-five farms in each group, and the sample is identical 
throughout the period. The price and cost indices used in cal- 
culating at 1938 levels income and expenditure during the war 
years are derived as far as possible from the actual prices and costs 
on the farms during the years in question. In the case of livestock, 
however, the weights of stock sold were not available, and here 
prices were adjusted by using the official harvest year index- 
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numbers for fat and store stock. In this connection it should be 
noted that the financial data throughout refer to the harvest year. 
This means, for example, that for 1938 crop receipts refer to crops 
harvested in 1 938 and for the most part sold at the 1938-39 harvest 
year prices, while receipts for livestock and livestock products 
are those received during the harvest year 1937-38. The official 
price indices for certain individual agricultural commodities 
for the harvest years 1933-34 to 1938-39 are given in Table I. 

Table I 

Index Numbers and Prices of Individual Agricultural Products 
for the Harvest Years 1933-34 to 1938-39. 


(Base 1827-28 to 1929-30 = 100) 



1933-34. 

1934-36. 

1936-36. 

1936-37. 

1937-38. 

1938-39. 

Wheat 

49 

51 

63 

93 

86 

47 

Barley 

91 

84 

83 

95 

120 

77 

Oats 

68 

77 

70 

90 

96 

71 

Potatoes . 

73 

98 

136 

165 

116 

91 

Sugar-beet 

74 

76 

72 

74 

78 

86 

Fruit 

88 

114 

97 

95 

127 

103 

Vegetable 

94 

83 

104 

83 

97 

90 

Wheat (incl. sub.) 

97 

89 

93 

93 

102 

102 

Milk 

89 

86 

86 

90 

102 

— 

Milk (mcl. sub.) 

90 

88 

88 

91 

— 

— 

Eggs 

69 

70 

77 

80 

87 

— 

Poultry . 

80 

79 

79 

79 

86 

— 

Fat cattle 

76 

70 

71 

77 

85 

— 

Fat cattle (incl. sub.) 

— 

80 

82 

87 

96 


Fat sheep 

76 

80 

76 

88 

76 

1 

Fat pigs (baconer) . 

76 

72 

72 

80 

78 

— 


It will be seen that during the harvest year 1938-39, when the 
crops of the 1938 harvest were being sold, a sharp fall occurred 
in the general level of crop prices, and particularly in the world 
price of wheat. In consequence, the amount of subsidy which had 
to be paid on the 1938 wheat crop was substantially higher than 
in the 1937. The use of 1938 as the base year in the present 
enquiry, therefore, probably tends to exaggerate the amount 
of subsidy which would normally be required to support the 
1938 wheat acreage. In 1938 there were no subsidy payments 
on milk. 


General Description of Areas 

The districts concerned provided before the war a striking 
contrast in soil and in farm organisation. The central Norfolk 
loams lie to the west and south-west of Norwich, and cover some 
400,000 acres. The soil is a medium loam with good natural 
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drainage, and capable of growing a variety of crops. Farms and 
fields are small, the average size in the present sample being 140 
acres. Before the war just over two-thirds (68*5%) of the farmed 
land was under the plough. Cereals, of which barley was the 
most important, occupied approximately 38% of the area, 
fodder crops nearly 10%, sugar-beet between 7% and 8% and 
clover and seeds between 13% and 14%. Together, wheat, 
barley and sugar-beet accounted for 41% of the cash income. 
The district was heavily stocked and the acreage in fodder crops 
high for the Eastern Counties. After the 1914-18 war there was a 
considerable increase in dairying and in 1938 just over a fifth 
of the gross income was derived from sales of milk, a large part 
of which went to the London market. Sales of homed stock, 
partly fat cattle and partly by-products from the dairy industry, 
were little less than sales of milk. Pigs were also important. 
The area therefore produced a fairly wide range of agricultural 
crops and livestock on a system of mixed arable farming. 

The south Essex London clay extends to approximately 
200,000 acres, and stretches from Epping towards Southend. 
It is separated from the coast on the east and from the Thames 
estuary on the south by a strip of alluvials, gravels, and in the 
Southend district by brick earth. The soil is stiff, intractable 
clay, of which before the war probably as much as 20% required 
draining. Farms are larger than in central Norfolk, the average 
size in the sample being 190 acres. Before the war the area was 
the principal grazing district in the Eastern Counties, roughly 
three-quarters (71% in 1938) of the farmed land being under 
permanent pasture. Crop sales, of which over half were from 
wheat, were of little importance, amounting in 1938 to less than 
20% of the gross income. Small amounts of sugar-beet, potatoes 
and market-garden crops were grown, but barley — an important 
source of income in central Norfolk — represented less than 1% 
of gross income. The area (with over fifteen dairy cows per 100 
acres) was the principal dairying district in the Eastern Counties. 
It also was the most densely stocked and carried twenty-four 
livestock units per 100 acres, compared with 18*8 livestock units 
in central Norfolk. Receipts from livestock and livestock pro- 
ducts accounted for over 80% of gross reoeipts, dairy produce 
alone accounting for 55%. All milk was sold liquid. 14% of 
gross income was derived from homed stock (mainly by-products 
of the dairy industry), between 5% and 6% from poultry and eggs 
and just over 4% from pigs. 

The average farm income, the subsidies inoluded in farm in- 



60 


THE ECONOMIC JOURNAL 


[march 


come, and farm income less subsidies from 1931 to 1938 (1934 
excepted) is given in Table II in £ per farm, and refers to an average 
of twenty-five farms in each year. 

Table II 

Farm Income and Subsidies in Various Years. 

(£ per farm) 



Central Norfolk. 

South Essex. 




: 

Subsidies 

Farm 


Subsidies 

Farm 


Farm 

included 

mcome 

Farm 

included 

income 


income. 

in farm 

less 

income. 

in farm 

leas 



income. 

subsidies. 


income. 

subsidies. 


(a) 

(6) 

(c) 

<<*) 


(°) 


£ 

£ 

£ 

£ 


£ 

1931 

— 34 

— 

-34 

218 


218 

1932 

- 4 

50 

-54 

173 

21 

162 

1933 

114 

78 

36 

178 

46 

132 

1935 

210 

75 

145 

262 

39 

223 

1936 

163 

28 

135 

291 

12 

279 

1937 

189 

32 

157 

198 

12 

186 

1938 

167 

134 

33 

148 

59 

89 


Includes subsidies on cereals and fat cattle, but not on sugar-beet. 


It will be seen that between 1931 and 1938 farming in south 
Essex was generally more profitable than in central Norfolk, 
and that the difference in favour of the former district is even 
more striking if subsidies are deducted from both groups. 

At the outbreak of war, therefore, central Norfolk and south 
Essex provided a striking contrast in farm organisation. Both 
were producing substantial quantities of milk. But whereas 
in central Norfolk milk was mainly a product of arable farming, 
in south Essex it was produced by a combination of grassland and 
purchased feeding-stuff's. In fact it might be said that central 
Norfolk in 1938 provided the pattern towards which British 
agriculture was to move during the war years, while in south 
Essex drastic changes were necessary to get agricultural pro- 
duction on a war footing. 


War-Time Changes 

The distribution of arable land, cereals, fallow crops and pas- 
ture per 100 acres of agricultural land in the sample from 1938 
to 1943 is given in Table III. 

In central Norfolk little change in the broad distribution of 
cropping occurred between 1938 and 1943. Arable area as a 
percentage of total crops and grass rose from 68*6% to 71*1%, 
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the increase being absorbed in the production of cereals. In 
south Essex, on the other hand, the arable area doubled, rising 
from 26*4% to 64*1% of crops and grass. The most noteworthy 
increase in acreage was that of wheat, which rose from 10-3% 
of crops and grass in 1639 to 23*2% in 1943, while the cereal area 
as a whole rose from 16*6% to 32*1%. The position is given in 
greater detail in Table IV, which contrasts the distribution of 
crops per 100 acres in both districts in 1938 and in 1943. 


Table III 

The Distribution of Arable Land, Cereals, Fallow Crops and 
Pasture on Twenty-five Identical Farms in (a) central Norfolk 
and (b) south Essex. 

(Pot 100 acres) 



Central Norfolk. 

South Essex. 

Arable. 

Cereals. 

Fallow 

crops. 

Pasture 

and 

waste. 

Arable. 

Cereals. 

Fallow 

crops. 

Pasture 

and 

waste. 


acres 

acres 

acres 

acres 

acres 

acres 

acres 

acres 

1938 

es-5 

36*7 

18*1 

31*6 

26*4 

16*6 

6*1 

73*6 

1939 

68*1 

37*6 

17*3 

31*9 

28*0 

16*6 

6*1 

72*0 

1940 

69*7 

39*1 

16 9 

30*3 

32*7 

20*9 

6 7 

67*3 

1941 

69*7 

37*7 

18*4 

30*3 

43*8 

28*3 

9*6 

66*2 

1942 

70*3 

37*1 

18*0 

29*7 

49*5 

27*9 

14*6 

50*5 

1943 

71*1 

39 4 

17*1 

28*9 

64*1 

33*8 

12*2 

45*9 


Tables V and VI give the distribution of the actual gross 
income in f and percentage 1 in both districts in each year. Tables 
VII and VIII give the gross income in £ and percentage calculated 
throughout at 1938 prices. In the latter tables, therefore, the 
differences between years indicate the physical changes which 
have occurred in the sale of individual commodities. 

Dealing first with actual incomes from Table V, it will be seen 
that between 1938 and 1943 gross income per 100 acres of crops 
and grass in central Norfolk increased from £878 to £1,640. 
Throughout the period the proportion of gross income derived 
from stock fell from 66*8% to 42*7%, while gross income from 
crops rose from 46*4% to 66*6%. Among individual crops 
the most striking feature was the increased proportion of income 
derived from barley, which rose from 16*7% in 1938 to 36*1% 
in 1942, and fell back to 30*4% in 1943. This increase was due 
to the disproportionate rise in barley prices, which had risen by 249 

1 Grom income represents farm sales plus or minus changes in valuation. 
Gross output which will be met later represents gross income less purchases of 
livestock. 
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points (1938 = 100) in 1942 and by 182 points in 1943, and com- 
pares with a rise of 66 points and 85 points in the case of wheat. 
In south Essex gross income per 100 acres rose from £941 in 1938 
to £1,664 in 1943. In this case the change in the distribution 
of income was much more striking. In 1943 45-5% of gross 
income was derived from crops and 50-6 % from stock, compared 
with 19-6% from crops and 80- 1 % from stock in 1938. The pro- 
portion of income derived from wheat rose from 11*4% to 26%, 
while the proportion from milk fell from 53-3% to 33*6%. 

Table IV 

Distribution of Cropping in 1938 and 1943 on Twenty-five Identical 
Farms in (a) central Norfolk and (b) south Essex. 


(Per 100 acres) 



Central Norfolk. 

South Essex. 


1938. 

1943. 

1938. 

1943. 

Wheat ..... 

acres 

13-2 

acres 

13-4 

acres 

10*3 

acres 

23*2 

Barley ..... 

18-3 

19*4 

1*2 

2*7 

Oats ... . . 

4-8 

5-9 

5*1 

6*2 

Beans and peas .... 

0-6 

1*2 

1 5 

3*2 

Mixed com ..... 

0 4 

0*2 

— 

1*7 

Fodder roots .... 

8*7 

8-4 

0*9 

1*5 

Other green crops .... 

10 

1-6 

0*6 

0*6 

Potatoes .... 

— 

— 

0*9 

3*1 

Sugar-beet . 

6-4 

51 

0*3 

1*0 

Bare fallow ..... 

1-3 

01 

1*2 

1*3 

Market garden — seeds and fruits 

01 

0*6 

0*7 

1*5 

Clover and seeds .... 

13*7 

14*7 

3 7 

8*1 

Total arable 

68-5 

71*1 

26*4 

54*1 

Permanent pasture 

Bough grazing .... 

28 5 

23*9 

71*0 

43*8 

1*3 

2*6 

13 

0*4 

Woods and waste .... 

1-7 

24 

1*3 

1*7 

Total area .... 

1000 

100*0 

100*0 

100*0 


It is, however, Tables VII and VIII which provide the most 
interesting contrast. Valued at 1938 prices, the gross income in 
central Norfolk per 100 acres was £817 in 1943, compared with 
£878 in 1938 — i.e., if the system of farming practised in 1943 in 
central Norfolk had been in operation at the 1938 level of prices 
the gross income in the area would have been less than it actually 
was in 1938. Here again there is an increase in the proportion 
of income derived from crops with the concomitant reduction in 
income from livestock. In physical terms milk sales increased 
by roughly 12%, but sales from other cattle were halved, while 
pigs sold F^re less than a quarter of the 1939 figures. The amount 
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Percentage of Gross Income per 100 Acres Derived from Each Commodity in an Identical Sample of Twenty-five 
Farms in central Norfolk and south Essex in each of the Six Years 1938—43. 
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Percentage, of Gross Income <per 10O Acres Adjusted to 1938 Prices Derived from each Commodity in an Identical 
Sample of Twenty-five Farms in central Norfolk and south Essex in each of the Six Years 1938-43. 
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of wheat sold was also less than in 1939, but that of barley in- 
creased by 11%. Broadly, the reduction in total gross income 
is due to the loss of income from livestock, as the total income from 
crops (£379 in 1938 and £384 in 1943) is roughly the same in both 
years. 

In south Essex gross income adjusted to 1938 prices was 
£948 in 1943, compared with £941 in 1938. But, as might be 
expected from the cropping data, a substantial redistribution 
of gross income occurred in the district. From 1939 onwards 
there was a steady reduction in the proportion of income derived 
from livestock and livestock products — £763 in 1938, £824 in 
1939, and then steadily down to £518 in 1943. The main decline 
took place in milk, the adjusted value of which fell from £521 
in 1938 to £356 in 1943 — i.e., by 31%. By contrast, income from 
crops increased from £185 in 1938 to £396 in 1943 — i.e., by 114% — 
while the proportion of income derived from crops rose from 18-1% 
to 41-8% in the period. In particular crops, physical sales were 
more than doubled in the case of wheat, and quadrupled in the 
case of barley ; the value of market-garden crops sold increased 
threefold, while that of sugar-beet and potatoes increased two 
and a half times and four times respectively. In terms of value 
at 1938 prices, therefore, gross incomes in central Norfolk fell by 
6-9%, and in south Essex rose by 0-75%. 

Dealing next with gross expenditure, Tables IX and X give 
the actual and percentage distribution of expenses in each year 
between 1938 and 1943, while Tables XI and XII give the same 
figures adjusted to 1938 levels of cost. It will be seen (Table IX) 
that in central Norfolk expenditure per 100 acres rose from £790 
in 1938 to £1,062 in 1943, an increase of 13-4%. In south Essex 
similar figures were £829 and £1,203 respectively — a rise of 14*4%. 

In both groups there was a striking increase in the proportion 
of expenditure represented by labour, which between 1938 and 
1943 increased from 34-9% to 43-2% in central Norfolk and 
from 25-9% to 33-0% in south Essex. 

Over the same period expenditure on feeding-stuffs as a 
percentage of total expenditure fell from 1 3*7 % to 6-2% in the 
first district, and from 26-6% to 9-4% in the second. 

If, however, we turn to Table XI, we find that when costs 
are adjusted to 1938 levels the actual amount of labour being 
used in central Norfolk in 1943 was rather less than 1938 : while 
even in south Essex, in spite of very great changes in farm organ- 
isation, the amount of labour required was not significantly 
higher. Nor can the small rate of increase in the latter district 
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be explained by an increase in work done by contract. In the 
case of purchased foods the amount purchased in central Norfolk 
fell from £108 to £53, and in south Essex from £221 to £89. This 
decrease in the amount of purchased feeding-stuffs was accom- 
panied by a reduction in livestock output, the significance of which 
will be discussed later. The increase in arable area in south 
Essex resulted in the purchase of twice the amount of fertilisers 
and nearly three times the amount of seeds. Purchases of live- 
stock were substantially reduced in both districts. 

Gross Output, is defined as gross income adjusted for changes 
in valuation less purchases of livestock. Actual and adjusted 
Gross Outputs for both districts are given in Table XIII. 


Table XIII 

Actual and Adjusted Gross Output. 

(Per 100 acres) 



Central Norfolk. 

South Essex. 

I 

Actual. 

Adjusted to 
1938 prices. 

Actual. 

Adjusted to 
1938 prices. 


£ 

£ 

£ 

£ 

1938 

771 

771 

827 

827 

1939 

850 

839 

1,002 

949 

1940 

1,074 

758 

1,085 

861 

1941 

1,256 

796 

1,252 

825 

1942 

1,673 

825 

1,465 

865 

1943 

1,459 

759 

1,548 

870 


It will be seen that in terms of cash values gross output in central 
Norfolk increased steadily from £771 in 1938 to £1,673 in 1942, 
and then fell to £1,459 in 1943, the fall in the latter year being due 
to the decline in barley prices. In south Essex, on the other hand, 
where the barley crop was of considerably less importance than 
wheat, the actual gross output rose steadily from £827 in 1938 
to £1,548 in 1943. Measured at 1938 prices, however, gross 
output in central Norfolk during the war was less than the 1938 
output in 1940 and 1943, and greater in 1939, 1941 and 1942. 
But in none of these years was the increase more than 9% above 
the 1938 figures. In south Essex gross output, calculated at 
1938 prices, was higher than in 1938 in every year except 1941. 
As in central Norfolk, the greatest increase (14%) occurred in 
1939. 

We have seen that before the war both central Norfolk and 
south Essex, but particularly the latter district, used large 
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quantities of purchased feeding -stuffs. During the war these 
purchases have been greatly reduced, while a greater proportion 
of the war-time livestock output has been derived from home- 
grown foods. The relationship between livestock output, crop 
output and purchased foods (adjusted to 1938 prices) in both 
central Norfolk and south Essex is shown in Table XIV. 


Table XIV 

Relationship between Livestock , Crop Output and Purchased 
Feeding-Stuff s Valued at 1938 Prices . 

(Per 100 acres) 



Central Norfolk. 

South Essex. 


Exp. on 

Output 

Output 

Exp. on 

Output 

Output 


purchased 

from 

from 

purchased 

from 

from 


foods. 

livestock. 

crops. 

foods. 

livestock. 

crops. 


£ 

£ 

£ 

£ 

£ 

£ 

1938 

108 

382 

379 

221 

639 

170 

1939 

125 

428 

401 

252 

707 

218 

1940 

128 

440 

309 

220 

665 

169 

1941 

85 

492 

296 

167 

527 

261 

1942 

77 

417 

399 

92 

484 

350 

1943 

53 

366 

383 

89 

440 

396 


It will be seen that pre-war quantities of purchased feeding- 
stuffs were available in both districts until 1940, but that they fell 
steeply in 1941. In central Norfolk the output from livestock 
was greater than in 1938 in every year except 1943, while in 
south Essex it declined steadily over the period. Crop output 
in central Norfolk did not change greatly between the years, 
but in south Essex the 1943 output from crops was nearly two 
and a half times greater than in 1938. In this connection it is 
interesting to ascertain how far the loss of purchased feeds could 
have been made good if the increased home production of cereals 
had been fed to livestock. It will be seen that in central Norfolk 
expenditure in feeding-stuffs was £55 lower in 1943 than in 1938 ; 
crop sales rose by £4, while livestock output was only £16 lower. 
In this group of farms the livestock output has been well main- 
tained, and the loss of purchased feeding-stuffs has been largely 
made good by better utilisation of available supplies and by 
increased production of fodder crops and concentrates on the farm. 
In the same way, examining the south Essex figures, £132 less 
feeding-stuffs were purchased in 1943 than in 1938. In this case, 
however, sales of crops increased by £226, while livestock output 
fell by £199. If therefore the increase in crops sold could have 
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been used for feeding livestock, the livestock output would prob- 
ably have been maintained. 


Changes in Labour Force and in Cross Output per Man 

Gross output per man or per £100 spent on labour provides 
an index of labour efficiency . In central Norfolk and south Essex 
the number of men required per 100 acres has generally been less 
during the war than in 1938. This is perhaps not surprising 
in central Norfolk, where farm organisation has changed little 
during the war. But it is surprising in south Essex, where it 
has been possible to more than double the arable area (from 
26*4% of crops and grass to 64*1%), and to double the acreage 
of both cereals and fallow crops using the labour released by a 


Table XV 

Actual and Adjusted Gross Output per Man . 



Central Norfolk. 

South Essex. 




Gross 



Gross 



Actual 

gross 

output 
per man 

No. of 
man 
units 

Actual 

gross 

output 
per man 

No. of 
man 
units. 


output 
per man. 

adjusted 
to 1938 
prices. 

output 
per man. 

adjusted 
to 1938 
prices. 

1938 

222 

222 

3*47 

308 

308 

2-68 

1939 

258 

255 

3-29 

381 

361 

2-63 

1940 

331 

234 

3-24 

448 

356 

2*42 

1941 

376 

238 

3 34 

491 

323 

2-55 

1942 

507 

250 

3 30 

581 

343 

2-52 

1943 

434 

226 

3 36 

559 | 

314 

2*77 


24% reduction in the number of livestock per 100 acres, and by the 
increased use of tractors, the number of which have risen from 1 0 to 
30. It should be noted that although an increase in the amount of 
contract work has occurred in this area, the increase is roughly 
proportional to the increase in cereal area, and is due to an in- 
crease in the volume of grain to be threshed, and not to expenditure 
on cultivation. The number of men per 100 acres and the actual 
and adjusted gross output per man are given in Table XV. 

Actual gross output per man has increased substantially in 
both districts, rising in central Norfolk from £222 in 1938 to 
£434 in 1943, and in south Essex from £308 to £559. When 
gross output per man is calculated at 1938 prices and costs, 
the result is much less spectacular. It would appear, therefore, 
that the great increase in actual output is the result of higher 
prices rather than of increased efficiency in labour organisation. 
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It must be noted, however, that the labour force in 1943 is not 
comparable with that of 1938. Many of the younger men are 
in the Services, and their place has been taken by prisoner labour , 
land girls and other men. Better organisation of labour may be 
masked by a deterioration in its quality. 

. Changes in Capital Requirement 

Table XVI gives an estimate of farm capital in each year, 
together with its valuation on the basis of 1938 prices. 


Table XVI 

Farm Capital per 100 Acres, 



Central Norfolk. 

South Essex. 

Actual. 

At 1938 
prices. 

Actual. 

At 1938 
prices. 


£ 

£ 

£ 

£ 

1938 

1,151 

1,151 

893 

893 

1939 

1,197 

1,184 

982 

914 

1940 

1,415 

993 

1,214 

955 

1941 

1,062 

1,046 

1,495 

1,048 

1942 

2,147 

1,126 

1,723 

1,100 

1943 

2,043 

1,112 

1,909 

1,102 


This estimate of farm capital is formed by the valuation of live- 
stock, crops, implements and machinery. The livestock valuation 
represents the mean of the valuation at the beginning and end 
of the financial year. The implement and machinery valuation 
is the estimate of their value at the end of the financial year. 
These estimates assume the farm as a going concern, and are 
probably considerably below the replacement value of imple- 
ments at the present time. Crop valuations represent the value 
of all crops grown on the farm during the current cereal year. 
Com, sugar-beet, potatoes and other crops generally sold are 
valued on the basis of their yield and estimated market price, 
while young seeds, bare fallows, folding and other root crops 
have been valued at standard rate based on earlier cost investiga- 
tions. It must, however, be emphasised that while the amount 
of capital invested in livestock and implements and machinery 
remains fairly constant throughout the year, there are marked 
seasonal variations in the amount invested in crops. The above 
method of calculating crop valuations shows the maximum 
valuation under this heading. Further, at the present time, 
when crops represent a large proportion of gross income, and are 
contributing the greater part of farm profits, these valuations 
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will contain a considerable element of profit. The very sub- 
stantial apparent increase in farm capital therefore given in 
Table XVI exaggerates the increased need for working capital 
by the sitting tenant during the war years. In these circum- 
stances a more accurate assessment of working capital is obtained 
by taking the difference between total expenditure and receipts 
from livestock and livestock products, plus the opening valuation 
for livestock and the closing valuation for implements and machi- 
nery. This formula rests on the assumption that weekly receipts 
from sales of livestock and livestock products are available 
throughout the year to meet current expenses, and that as 

Table XVII 

Actual Expenses, Receipts for Livestock , and Livestock and Imple- 
ment Valuation in Each Year. 

(£ per 100 acres) 



| Central Norfolk. 

South Essex. 

Total 

ex- 

penses. 

Re- 

ceipt 

from 

live- 

stock. 

Cur- 

rent 

open- 

ing 

val. 

Imple- 

ment 

valua- 

tion. 

Total 

ex- 

penses. 

Re- 

ceipt 

from 

live- 

stock. 

Cur- 

rent 

open- 

ing 

val. 

Imple- 

ment 

valua- 

tion. 


£ 

£ 

£ 

£ 

£ 

£ 

£ 

£ 

1938 

790 

489 

413 

160 

829 

753 

471 

170 

1939 

750 

496 

402 

152 

857 

854 

459 

175 

1940 

922 

654 

423 

154 

952 

915 

538 

196 

1941 

993 

784 

474 

166 

1,050 

862 

585 

227 

1942 

1,116 

778 

559 

171 

1,131 

918 

534 

258 

1943 

1,062 

658 

589 

156 

1,203 

840 

551 

240 


working capital the farmer must find the balance between total 
expenditure and receipts from livestock and livestock products, 
together with capital invested in livestock and implements. 
He will also require enough money to maintain himself and his 
family throughout the year, but the cost of living on a farm has 
risen little during the war, so that this sum may be assumed 
to be constant. Actual expenses, receipts from livestock, and the 
livestock and implement valuation in each year are given in Table 
XVII. 

Table XVIII gives the break up of the new estimate of farm 
capital. 

From Table XVIII it will be seen that on this basis the amount 
of Working Capital required in central Norfolk rose from £874 
in 1938 to £1,149 in 1943, or by 31*5%, while in south Essex it 
rose-from £717 to £1,154, or by 601%. As might be expected, 
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the increased demand for Working Capital was greatest in south 
Essex, where, as we have already seen, war-time needs required 
a much greater shift in the form of agricultural production than 
in central Norfolk. It will also be seen by reference to Table 
XVIII that the main increases in capital requirement coincided 
with the decline in the proportion of income derived from live- 
stock and livestock products. Thus in central Norfolk, where 
receipts from livestock and livestock products were maintained 
until 1941, little additional capital was needed until 1942, when 


Table XVIII 

Estimate of Working Capital Required . 

(£ per 100 acres) 



Central Norfolk. 

South Essex. 

Live- 

stock 

open- 

Tl 

Imple- 

ment 

val. 

Expenses 
— sales of 
livestock 
and 

livestock 

products. 

Total 

capital. 

Live- 

stock 

open- 

ing 

val. 

Imple- 

ment 

val. 

* 

Expenses 
— sales of 
livestock 
and 

livestock 

products. 

Total 

capital. 


£ 

£ 

£ 

£ 

£ 

£ 

£ 

£ 

1938 

413 

160 

301 

874 

471 

170 

76 

717 

1939 

402 

152 

254 

808 

459 

175 

3 

637 


423 

154 

268 

854 

538 

196 

37 

771 

1941 

474 

166 

209 

849 

585 

227 

188 

1,000 

1942 

559 

171 

338 

1,068 

534 

258 

213 

1,005 

1943 


156 

404 

1,149 

551 

240 

363 

1,154 


only 43-3% of total income was obtained from livestock, compared 
with 56*4% in 1938. In south Essex, on the other hand, a 
substantial decline in the proportion of income derived from 
livestock occurred in 1941 — 63*1%, compared with 76*5% in 
1938. In the early years of the war, therefore, the industry 
was probably largely financed by the increased prices received 
for agricultural produce and by capital realised in disposing of 
pigs and poultry. 


Farm Income 

Farm income is the difference between gross income and gross 
charges, and is the amount available to the farmer to defray 
interest on loans and to remunerate him for his own labour and 
capital investment. The actual and adjusted farm incomes 
for each year in both districts are given in Table XIX. 

It will be seen that in central Norfolk actual farm income rose 
steadily from £88 per 100 acres in 1938 to £686 in 1942, and then 
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fell to £478 in 194S — 75% of the fall in the latter year being due 
to the reduced income from barley, which followed the reduction 
.of the controlled prices from 140s. to 110s. a quarter. In south 
Essex farm income rose from £112 in 1038 to £467 in 1942, and, 
as barley was an unimportant crop, fell only slightly to £461 in 
1943. It is evident, therefore, that at war-time levels of prices 
and costs the central Norfolk system of farming has been generally 
more profitable than that of south Essex. This is perhaps to be 
expected, as in the early years of the war prices were adjusted to 
favour the types of produce which central Norfolk was already 
growing. 

The position is reversed, however, when we examine the 
margin between gross income and gross charges both recalculated 

Table XIX 
Farm Incomes. 

(Actual and adjusted £ per 100 acros) 



Central Norfolk. 

South Essex. 

Actual 

Income. 

Income at 
1938 prices 
and costs. 

Actual 
Income, j 

Income at 
1938 prices 
and costs. 


£ 

£ 

£ 

£ 

1938 

88 

88 

112 

112 

1939 

180 

167 

269 

196 

1940 

277 

90 

243 

163 

1941 

397 

161 

316 

133 

1942 

686 

187 

467 

223 

1943 

478 

136 

461 

186 


at 1938 price levels. Then it will be seen that farm incomes 
in central Norfolk would have risen from £88 in 1938 to £187 in 
1942 and then fallen to £135 in 1943, while in south Essex they 
would have risen from £1 12 in 1938 to £223 in 1942, and then fallen 
to £186 in 1943. In this case farm incomes in south Essex would 
have been higher than in central Norfolk for all years except 1941. 
But in comparing farm incomes, calculated at 1938 prices 
and costs, over the period 1938-43, it is interesting to consider 
separately the fraction of income derived in eaoh year from the 
subsidy payments which entered into 1938 prices. This is shown 
in Table XX. 

Column (2) gives the sum of the subsidies on wheat, barley and 
oats, and fat cattle, while column (3) includes in addition the sub- 
sidy on sugar-beet obtained by dividing the value of the beet 
subsidy and revenue abatement in 1938 by the total beet tonnage 
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and multiplying by the annual tonnage produced in the sample 
farms in each district. 

The subsidies actually paid in 1938 on cereals and fat cattle 
per 100 acres of crops and grass amounted to £107 in central 
Norfolk and to £64 in south Essex. Including the sugar-beet 
subsidies, they were £167 and £67 respectively. This means that 
without the first group of subsidies the average farm income per 
100 acres in central Norfolk in 1938 would have amounted to 
(88-107) — i.e., £— 19 — and in south Essex to (112-64) — i.e., £48 — 
and without the second group to (88-167) — i.e., £—84 — and (112- 


Table XX 

Farm Incomes at 1938 Prices and Costs with and without Subsidy 

Payments. 

(£ per 100 acres) 



Central Norfolk. 

South Essex. 

Ad- 

justed 

farm 

in- 

come. 

(1) 

Subsidy 

Payments. 

Adjusted 
farm income 
less subsidies 
included in 

Ad- 

justed 

farm 

in- 

come. 

(1) 

Subsidy 

Payments. 

Adjusted 
farm income 
less subsidies 
included in 

Not 

incl. 

S.B. 

(2) 

Incl. 

S.B. 

( 3 ) 


Col. 3. 

( 5 ) 

Not 

incl. 

S.B. 

(2) 

Incl. 

S.B. 

( 3 ) 

Col. 2. 

(4) 

Col. 3. 

( 6 ) 


£ 

£ 

£ 

■ 

£ 

£ 

£ 

£ 

£ 

£ 

1938 

88 


167 


— 84 

112 

64 

67 

4 - 48 

+ 45 

1939 

167 


162 

+ 65 

4- 5 

195 

52 

66 

+ 143 

+ 139 

1940 

90 

79 

131 

+ 11 

— 41 

163 

44 

60 

+ 119 

+ 103 

1941 

161 

71 

130 

-f 90 

4-31 

133 

65 

72 

+ 68 

+ 61 

1942 

187 

76 

139 

4-111 

4-48 

233 

96 

107 

+ 137 

+ 126 

1943 

135 

91 

161 

4 - 44 

— 16 

186 

139 

149 

+ 50 

+ 37 


67) — i.e., £45. It is evident, therefore, that in 1938 central 
Norfolk farms were much more heavily subsidised than those in 
south Essex. It is also evident from Table XX that if the system 
of farming practised in the war years had operated in 1938 the 
dependence on subsidies of central Norfolk would have been 
slightly reduced, while those of south Essex would have sub- 
stantially increased. In the latter district, for example, if the 
1943 organisation had operated in 1938, subsidy payments per 
100 acres (not including sugar-beet) would have been £139, com- 
pared with £64, and, including sugar-beet, £149, instead of £67. 
Further it is extremely probable that if the 1943 acreage of market- 
garden crops and potatoes had been grown in south Essex in 
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1938 they would have been unable to find a market at 1938 
prices with a consequent reduction in incomes. In central 
Norfolk, on the other hand, the reorganisation of agricultural 
production towards milk would in 1938 have increased the 
stability of the farm organisation and reduced the dependence 
in the area on subsidised crops. 


Social Output 

This is the amount available to the three partners of the 
industry — to the landlord, the farmer and the labourer. It is 
therefore the sum of the gross rent, the farm income and wages 
(including family labour other than that of the occupier). It is 
a measure of considerable importance, and has been described 
as “ a standard of judgment for the whole agricultural community 
for the amount of the net output determines the limit of possible 
incomes.” 

The composition of actual social output per 100 acres in both 
districts is shown in Table XXI. 


Table XXI 

Composition of Social Output in Both Districts. 

(£ per 100 acres) 



Central Norfolk. 

South Essex. 

Farm 

in- 

come. 

Rent. 

Exp. 

in 

labour. 

Net 

out- 

put. 

Farm 

in- 

come. 

Ront. 

Exp. 

in 

labour. 

Net 

out- 

put. 


£ 

£ 

£ 

£ 

£ 

£ 

£ 

£ 

1938 

88 

101 

276 

465 

112 

96 

215 

423 

1939 

180 

101 

271 

552 

269 

96 

223 

688 

1940 

277 

102 

310 

689 

243 

98 

237 

578 

1941 

397 

102 

374 

873 

316 

88 

293 

697 

1942 

686 

104 

461 

1,241 

467 

88 

357 

912 

1943 

1 478 

104 

460 

1,041 

461 

91 

398 

950 


Net output per 100 acres in central Norfolk rose from £465 
in 1938 to £1,041 in 1943, while in south Essex it rose from £423 
to £950. In both districts farm incomes increased four-fold, 
while expenditure in labour was less than doubled. Bent showed 
little change in both districts, the fall in south Essex being due 
to a reduction granted as a result of disturbance by one of the 
services. 

The proportion of net output taken by each of the three 
partners in the industry is given in Table XXII. 

It will be seen that in centra] Norfolk in 1938 farm income and 
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rent each absorbed roughly 20% of social output, and labour 
the remaining 60%, whereas in 1943 farm income and labour 
each absorbed approximately 46%, and rent the remaining 10%. 
The position in south Essex was roughly similar. It is evident 

Table XXII 

Percentage Distribution of Actual Net or Social Output between 
Profits, Labour and Rent. 



Central Norfolk. 

South Essex. 


Farm 


Exp. 

Net 

Farm 


Exp. 

Net 


in- 

Rent. 

on 

out- 

in- 

Rent. 

on 

out- 


come. 


labour. 

put. 

come. 


labour. 

put. 


/o 

% 

o/ 

/o 


0/ 

/o 

0/ 

/o 

% 



18*9 

21*7 


100 

26-5 

22’7 

50*8 

100 

1939 

32*7 

18-3 

« A 

100 

45-7 

16'3 

380 

100 


40-2 

14*8 

B f 'A 

100 

420 


410 

100 

1941 

45-5 

11-7 

B i A 

100 

45-3 

120 

420 

100 

1942 

56-3 

8-4 

B • A 

100 

512 

9-6 

39*0 

100 

1943 

45-9 

10*0 

44- 1 

100 

48-5 

9-0 

419 

100 


from these figures that during the war the actual and relative 
position of the landlord has considerably deteriorated. In the 
central Norfolk area, for example, rent rose by less than 3% be- 
tween 1938 and 1943. It should, however, be borne in mind 


Table XXIII 

Social Output Adjusted by 1938 Prices and Subsidies. 

(£ per 100 acifes) 



Central Norfolk. 

South Essex. 



Subsidies, 

Social 


Subsidies, 

Social 


Social 

including 

output, 

Social 

including 

output, 


output. 

sugar- 

beet. 

less 

subsidy. 

output. 

sugar- 

beet. 

less 

subsidy. 


£ 

£ 

£ 

£ 

£ 

£ 

1938 

465 

167 

298 

423 

67 

356 

1939 

526 

162 

364 

502 

56 

446 

1940 

444 

131 

313 

450 

60 

390 

1941 

525 


395 

432 

72 

360 

1942 

647 

139 

408 

621 

107 

417 

1943 

501 

151 

350 

508 

149 

-361 


that a8 all farmers in this sample occupied their farms before 
the war, they are only typical of sitting tenants, and the position 
is likely to be different where farms have changed hands. It is 
apparent, however, that in the case of sitting tenants the rise in 
No. 221.— vol. lvi. a 
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rent has not been sufficient to offset the increased liabilities of 
the landlord- which have resulted from rising costs. In con- 
sequence, either the maintenance of the fixed capital of the farm 
is absorbing a higher proportion of the rent, or it is being allowed 
to deteriorate. Table XXIII gives social output adjusted to 
1938 prices with and without subsidies for both districts. 

When recalculated on the basis of 1938 prices it will be seen 
that the war years have given a higher social output per 100 
acres than 1938. In central Norfolk it rose from £465 to £501 
between 1938 and 1943, and in south Essex from £423 to £508. 
But social output given above includes subsidies which in practice 
represent a transfer of income from the non-agricultural to the 
agricultural section of the community. On examining the ex- 
tent of these subsidies, it is evident that whereas in central 
Norfolk the subsidy included in social output fell from £167 to 
£151, in south Essex it rose from £67 to £149. In the latter area, 
therefore, the adjusted social output less subsidy in 1943 was only 
£5 higher than in 1938. 


Conclusions 

(1) This investigation examines the changes, both physical 
and monetary, which have occurred in two groups of twenty- 
five identical farms on the central Norfolk loams and on the 
south Essex London clays, between 1933 and 1943. It also 
attempts to estimate their probable financial position if the 
system of farming followed in each of the war years had operated 
at 1938 levels of prices and costs : in other words, whether 
the farmers concerned would have been better off in 1938 if they 
had farmed their land as they did in, say, 1940, 1942 or 1943. 

(2) Before the war, the two districts provided a striking 
contrast in farm organisation. In 1938 the central Norfolk 
farms, situated on medium loam land, were just over two-thirds 
arable, and war-time changes added less than 4% to their arable 
area. Their income was mainly derived from wheat, barley, 
sugar beet, milk and beef, and so continued during the war. 
This district, therefore, provided the general pattern towards 
which British agriculture was to move during the war years. 

(3) The south Essex farms, on the other hand, were typical 
of heavy-land grass farms which had to undergo substantial 
adaptation to meet war-time needs. On these farms, between 
1938 and 1943, the arable area, per 100 acres of farmed land, rose 
from 26 acres to 54 acres, or by 109%, with the result that a 
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considerable shift from livestock to cereals occurred in the sources 
of income. 

(4) In centra} Norfolk gross income per 100 acres rose from 
£878 in 1938 to a maximum of £1,802 in 1942, and then fell to 
£1,540 in 1943, the fall in the latter year being mainly due to 
the reduction in barley prices. Between 1938 and 1943 the 
percentage of gross income derived from crops rose from 43*1% 
to 56*5%, while the proportion from livestock fell from 58*8% 
to 42-7%. In 1943 wheat actually provided a smaller percentage 
of gross income than in 1938 — 13-6% compared with 15-8%, but 
the percentage of income derived from barley had risen from 
16*7% to 30-4%. A slight increase occurred in the proportion 
of income derived from milk. 

(5) In south Essex the gross income per 100 acres rose steadily 
from £941 in 1938 to £1,664 in 1943. Over the same period the 
proportion derived from livestock and livestock products fell from 
80-1% to 50-6%, while that derived from crops rose from 18-0% 
to 46-4%. 

(6) Substantial alterations to the distribution of expenditure 
occurred in both districts. Labour as a percentage of total 
expenses rose in central Norfolk from 34-9% in 1938 to 43-2% in 
1943, while in south Essex it increased from 25-9% to 33%. 
The percentage of income spent on fertilisers increased in both 
areas, but the percentage on purchased feeding-stuffs fell in 
central Norfolk from 13-7% in 1933 to 6-2% in 1943, and in 
south Essex from 26-6% to 9-4% over the same period. Rent 
as a percentage of total expenditure also declined in both districts. 
In central Norfolk expenditure as a whole increased from £790 
in 1938 to a maximum of £1,116 in 1942. Between 1942 and 
1943 it fell from £1,116 to £1,062, the fall in the latter year being 
mainly due to smaller purchases of feeding-stuffs and of livestock. 
In south Essex expenditure per 100 acres rose steadily from £829 
in 1938 to £1,203 in 1943. After 1940 reductions occurred in 
expenditure of purchased feeding-stuffs, which fell from £256 
in 1940 to £113 in 1943. Expenditure on fertilisers, on the other 
hand, increased from £27 in 1938 to £76 in 1943. 

(7) When war-time production was adjusted to 1938 prices 
and costs the results were less spectacular. In central Norfolk 
gross income (£878 in 1938) was £924 in 1939, £868 in 1940, £904 
in 1941, £918 in 1942 and £817 in 1943. In the same years gross 
income in south Essex (£941 in 1938) was £1,066, £955, £911, 
£967 and £948 respectively. 

(8) Income and expenditure adjusted to 1938 prices and 
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costs indicate the changes in physical terms which have occurred 
in production and requirements. Comparing 1943 and 1938, 
it will be seen that quantitatively the amount of wheat sold on 
the central Norfolk farms was less in 1943 than in, 1938, but sales 
of barley increased by roughly 11%. Milk output increased by 
12%, but sales of other cattle were halved, while pig sales were 
quartered. Comparing gross income in 1938 and 1943, the income 
from crops was roughly the same in both years — £379 in 1938 
and £384 in 1943 — but the income from livestock had fallen 
from £489 to £424. In terms of requirements slightly less labour 
per 100 acres was used in central Norfolk in 1943 than in 1938, 
purchases of fertilisers increased by 50%, while purchases of 
feeding-stuffs and livestock were halved. 

(9) In south Essex gross income calculated at 1938 prices 
revealed that in physical terms, wheat production had been more 
than doubled, barley production increased more than four times, 
sugar-beet and potatoes increased two and a half and four times 
respectively, while the production of market-garden crops had 
increased threefold. On the other hand, milk production, which 
in 1938 represented 55% of the gross income, fell by 31%, and 
the production of pigs 92%. On the requirements side 5% more 
labour was employed, and purchased concentrates fell by 60%. 

(10) When income and expenditure were re-calculated at 
1938 levels of prices and costs, there was little change in gross 
output in central Norfolk between 1938 and 1943, and no sig- 
nificant increase in the value of output per man. In south Essex a 
slight rise occurred in both gross output and gross output per 
man. 

(11) Actual farm incomes per 100 acres in central Norfolk 
and in south Essex increased from £88 and £112 respectively in 
1938 to £478 and £461 respectively in 1943 : re-calculated at 
1938 prices, however, they rose only from £88 to £135 in central 
Norfolk and from £112 to £186 in south Essex. Taken iti con- 
junction with Table XX, which shows the amount of subsidy 
included in 1 938 prices in each year, it is evident that while the 
war-time organisation in central Norfolk has slightly lessened 
the dependence of the area on subsidised crops, the reverse has 
occurred in south Essex, where the farm income in 1943 calculated 
at 1938 levels of prices and costs contains £149 in subsidy pay- 
ments, compared with £67 in 1938. Nevertheless, even in south 
Essex, farm incomes excluding subsidy re-calculated at 1938 
prices would have been higher than they were in 1938 in every 
war year except 1943. Further, as in south Essex the increase 
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in subsidy payment on this re-calculated income was mainly 
due to the support, roughly 20s. a quarter, required to maintain 
an average price of 45s. a quarter for wheat, the amount of subsidy 
would decrease sharply with a rise in world wheat prices above 
the low prices of 1938. 

(12) In both districts the social output derived from the 
1943 organisation calculated at 1938 prices and costs would have 
been higher than that of the 1938 organisation, and this would 
have been so even when subsidies were excluded from farm 
income. In south Essex, however, the increase in social income 
after omission of subsidies would have been only £5 per 100 
acres, compared with £52 per 100 acres in central Norfolk. 

(13) The increase between 1938 and 1943 in farm and social 
income calculated at 1938 prices, excluding subsidies, is sympto- 
matic of the very great change in technical efficiency which has 
occurred in both districts as a result of the war, and is particularly 
surprising in the case of south Essex, where a fundamental 
change has occurred in the system of farming. Although im- 
possible of proof, it appears likely that in this area the loss in 
economic efficiency at 1938 prices arising from a change over 
from grassland milk production to arable farming has been offset 
by the improvement in technical efficiency arising from the 
greater use of tractors, the increased use of fertilisers, better 
drainage, more efficient use of labour and a generally higher 
standard of farming. 

(13) Incomes have also probably been temporarily increased 
by high yields resulting from the ploughing up of permanent 
pasture. It is, however, no indication that the heavy lands of 
Essex are likely to remain in wheat production after the war, as 
whether they do so will depend .on the relative costs of wheat 
production in their area and in exporting countries, where 
technical efficiency is also likely to have improved during the 
war. The figures do indicate, however, the very great change, 
both in the order and efficiency of agricultural production in 
a heavy land district, which has been achieved under the stimulus 
of higher prices and direction of the W ar Agricultural Committees. 

A. W. Menzies-Kitchin 
W. D. Chapman 

School of Agriculture, 

University of Cambridge. 



INTERNATIONAL CAPITAL INVESTMENT AND THE 
DEVELOPMENT OF POOR COUNTRIES 

Private. Loans versus Direct Entrepreneurial Investment 

Some people, in advocating international investment, seem 
to think that investment in the form of loans between private 
persons of different countries is preferable to direct entre- 
preneurial investment, as the latter may put foreign investors 
in a position to influence the economic policy and general 
welfare of the country where their capital is invested. But 
this view seems to overlook the fact that even if all international 
investment took the form of such loans, the bond-holders would 
still be able to exert political and economic pressure on the 
debtor country, either directly on the debtor government and 
individual borrowers, or indirectly through the intervention of 
the investors’ own government. This danger is enhanoed if the 
investors are largo power groups such as a banking consortium 
or other forms of private monopoly. This point shows quite 
clearly the interdependence between different countries with 
respect to the nature of their oconomic systems. The successful, 
establishment and maintenance of a competitive economic order 
in any one country, especially if that country is poor, are very 
much dependent on the position enjoyed by large economic 
power groups in the “ advanced ” investor countries. If the 
investor country is under a competitive economic order in which 
the power groups are restrained, the danger of their exerting 
pressure on the borrower country might be considerably reduced. 
But it is probably correct to say that even in this case the possi- 
bility that foreign investment might lead to acute political dis- 
putes would still be present. There is no escaping the fact that, 
given sovereign States, all inter-State arrangements might result 
in political conflict, so long as national interests are not always 
identical. 

Seasons for the Preference of Investors for Direct or Entrepreneurial 

Investment Abroad 

Moreover, there is another significant fact to consider. Not 
only are the real advantages of international investment in the 
form of loans by private persons, to say the least, doubtful, but 
it seems at the same time improbable that this form of invest- 
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ment will b© quantitatively significant. In the post-war world, 
unless some other way is found, direct investment will probably 
be the predominant form of international investment. There 
are many reasons for believing that this will be so. 

First, foreign investors may not have much confidence in the 
good will of debtors, however the latter’s credit standing may be 
boosted by government guarantees, etc. Secondly, they may 
not have much faith in the efficiency of “ native ” entrepreneurs. 
Both these factors are not altogether empirically unjustified 
prejudices. While the former is merely a matter of psycho- 
logical attitude which can be rendered more favourable with 
happier experiences, the latter concerns the general standard of 
knowledge and ability in the poor country. Of course, arrange- 
ments can be made so that even under a system of loans the 
interests of investors would be guaranteed. One of the most 
promising ways might be the appointment by the creditors of 
the chief engineer and chief accountant of any firm. Thirdly, 
the average business man in the investor country may not be 
free from the prejudice that any form of investment in a foreign 
country other than the opening of branch factories amounts to 
handing over control and equipment to foreigners. Whereas, 
when pressed to elaborate on this attitude, he might admit that 
even other forms of investment would not necessarily force the 
investors to play the role of Santa Claus, he would probably 
still feel that there was something wrong about the whole matter. 
Fourthly, it cannot be questioned that direct investment carries 
with it the advantage of control. Highly skilled workers and 
up-to-date knowledge could automatically accompany direct 
investment, thus saving the investors the trouble of making 
special arrangements with the borrower. A corollary to this is 
the probability that, in direct investment, orders for equipment 
and other goods will go to the investors’ country, if not to their 
own enterprises, whereas in the case of a loan, special stipula- 
tions may have to be made to secure the same advantages. 
Fifthly, it has been pointed out by the authors of The United 
States in the World Economy 1 that, so far as the United States is 
concerned, experience in the inter-war period shows that direct 
investment was not subject to business-cycle influence to as 
great an extent as the more formal type of investment abroad 
in loans. Consequently, if investors in the United States and 
elsewhere prefer a continuous flow of capital investment abroad, 

1 Hal B. Lary and Associates, The United States in the World Economy 
(U.S. Department of Commerce). 
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and if they believe in the existence of a tendency for direct 
investment to be less fluctuating, it is only natural for them to 
prefer direct investment to other forms of international invest- 
ment. 


Supposed Merits of Direct Investment 

Reasons for investors preferring direct investment are by no 
means identical with genuine merits of direct investment as a 
form which international capital flow may take. But they have 
very often been mixed up, and it is not surprising that confusion 
is rampant, inasmuch as some people seem to argue that direct 
investment is desirable and ought to be preferred because it is 
preferred. An example of this is the last point mentioned in the 
preceding paragraph. People may prefer direct investment 
because in the past its flow was steadier than that of loans, and 
because they believe it may remain so. It cannot be denied 
that continuity is an advantage from the point of view both of 
investors and of debtors. But it seems that an important point 
has been overlooked. For it is just possible that direct invest- 
ment showed greater continuity simply because people preferred 
it to other forms of international investment. Referring to 
American experience, Mr. Lary writes, “ The expansionist psycho- 
logy that possessed American business in the ’twenties had its 
influence, and the resulting pressure for markets and assured 
foreign sources of supply was of great importance. Hence, the 
course of new direct investments was not so closely linked with 
vagaries of the bond market as were new foreign issues.” 1 If 
this is correct, then it seems to be obvious that direct investment 
produced a steadier flow than loans not because it is less subject 
to the influence of the business cycle in the logic of things, but 
mainly because investors in the United States continuously 
resorted to it. Thus while some maintain that direct investment 
ought to be preferred because it exhibited continuity, it is possible 
that it did so only because it was preferred. While the fact that 
it was preferred may be an important, if not a sufficient, reason 
for people’s preferring it in the future, it is not sufficient to 
establish a definite ground for its desirability. For we still have 
to analyse why people prefer it irrespective of its past behaviour. 

Direct investment can, however, claim the possession of 
certain real merits. First, during the downswing of a trade 
cycle, the exchange situation of the debtor country will not be 
subject to the strain of having to provide foreign exchange for 

1 Op. cii. f p. 103. 
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foreign loan service. Secondly, even when the capital market 
of a certain country is still not so developed as to be able to 
deal with the flotation of foreign issues, individual enterprises 
in the country may already be in a position to make direct 
investments abroad. In other words, foreign investment, when 
it takes the form of direct investment, is less likely to be moilo- 
polised by established creditor countries in the world economy. 

On further examination, however, these merits seem to us to 
be more apparent than real. The first point appears to be a 
definite advantage to the debtor country. But it may be ques- 
tioned whether arrangements could not be made in the case of 
international loans to secure a similar safeguard to the debtor 
country’s foreign exchange situation during a depression. For 
instance, lenders and borrowers may agree to the tying of interest 
and principal payments to some sort of index of the general 
state of business. To this critics may reply that lenders would 
not be willing to make loans with such stipulations. But even 
the profitability of direct investments is subject to general 
business fluctuations. Why should investors then be willing to 
make direct investments in spite of their knowledge that profit 
might decrease with depression ? An explanation of investors’ 
attitude in this respect has to be sought in their preference for 
direct investment as such which is, of course, in itself not sufficient 
to show that it is the most desirable form of international capital 
investment. 

As to the second point, it is true that both from the political 
and the economic points of view, the wider the diffusion of oppor- 
tunities for investment abroad, the better. For it tends to 
decrease the growth of vested national interests in a very im- 
portant field of international relations, and gives enterprise and 
specialised skill a wider scope than they would otherwise have. 
But direct investment, as we shall see, is not the only form of 
international investment that can have this effect. 

Power Groups and Direct Investment 

While it is difficult to establish the desirability of direct 
investment, it is much easier to show why it will be rather im- 
portant after this war. In addition to the general factors already 
mentioned, there are some special reasons which may operate 
rather intensely if there are large economic power groups in the 
investor country. 

Let us consider the case of two entrepreneurs in a certain 
industry in a poor country ; one a native of the poor country, 
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the other a foreigner from a rich country. By assumption, the 
former is confronted with a higher rate of interest than the 
latter. When they have both drawn up their optimum produc- 
tion plans, the marginal increment of investment made by the 
poor entrepreneur must yield a higher gross rate of returns than 
tfiat of the rich entrepreneur. In other words, a higher pro- 
portion of the marginal yield will have to go towards the pay- 
ment of interest in the former case than in the latter. Under 
the assumption that the price of the commodity is the same for 
both producers and that other conditions are also equal, if the 
poor entrepreneur is not to cease to exist, his marginal physical 
returns to investment must be correspondingly higher. This is 
hardly possible in view of the fact that our poor entrepreneur is 
ex hypothesi hampered by the shortage of capital which prevents 
him from enjoying the advantages of what Professor Young 
termed “ large and large-scale production.” If the difference 
between the rates of interest is large, it is most improbable that 
the poor entrepreneur will be able to draw up a really profitable 
production plan. If the foreign entrepreneur further purposely 
reduces the price of the commodity, he can almost be sure that 
the native entrepreneur will not be able to compete with him. 
Even if with the help of specially favourable circumstances such 
as the possession of better knowledge about local conditions 
(against whieh must be set the probably much better technical 
knowledge of the foreigner), the native entrepreneur manages to 
survive, he may have to operate on a much more reduced scale 
than he would otherwise. For if demand for the commodity 
concerned is not perfectly elastic, the advent of the foreign 
entrepreneur on the market will tend to lower the price, and that 
will, on the one hand, tend to decrease the volume of the native 
entrepreneur’s profits and hence his capacity of self-finance, and, 
on the other hand, may decrease the supply of capital to him 
from his creditors as a result of their reduced confidence in his 
chances. Once this happens, the effect is bound to be cumulative. 

The superiority of the foreign entrepreneur with respect to 
the supply of capital will in all probability be aided by his posses- 
sion of better technological knowledge. This is a very important 
factor, especially if he has some control over technology in the 
sense that he could prevent the native entrepreneur from acquiring 
the use of certain patents. The pooling of patents among large 
monopolistic interests for the purpose of consolidating their power 
and sharing the world market has become a well-established 
fact * r so has the use of patent control within any national economy 
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For the purpose of keeping out competitors. There is every 
reason to believe that the same weapon might be used against 
the native entrepreneur. 

There appear to be several ways of preventing the establish- 
ment of a monopoly in the poor country by the foreign entre- 
preneur. The investor country may pursue a policy of restrain- 
ing the growth of economic power groups. Since the growth of 
private economic power abroad strengthens the position of the 
enterprise in general, including its power at home, the State 
should in the interest of the stability of the system see to it that 
private foreign investments are conducted on a competitive basis 
and in any case do not exceed certain limits per business unit. 
The question is whether such a policy will be pursued, and, if 
pursued* whether the limit to the size of individual foreign 
investment will be such as to prevent effectively the growth of 
monopoly groups in any particular poor country. Secondly, 
direct investment may be made in a poor country by entre- 
preneurs of different nationalities. But unless this is accom- 
panied by the previous condition, it is more than doubtful whether 
effective competition will be maintained. A more likely result 
is the emergence of international monopoly interests, probably 
fighting against each other, but with the combined effect of 
reducing the welfare of the poor country. Thirdly, the poor 
country itself may try to control the growth of power groups 
inside its borders, whatever may be their nationality. Since it 
is almost certain that the first two ways of control will not be 
forthcoming, it is on this last means that the poor country will 
have to rely, unless, of course, direct investment is to be replaced 
by something else. But the poor country is confronted with a 
thorny problem. How can the growth of power groups be con- 
trolled inside its border if they are already powerful outside? 
How can effective control be reconciled with the need for foreign 
capital ? 

Another special reason for the investor’s preference for direct 
investment is that if monopoly interests are to be maintained in 
the world economy as a whole, identical interests should prefer- 
ably be created in the “ backward ” countries. Competition is 
favoured by any extension of the market. Since the back- 
ward ” regions, when developed, will provide large markets, it 
is in the interest of the existing monopolies in the rich countries 
to try to get there first. In view of the ease with which native 
competition can be brushed aside, this argument is considerably 
strengthened. While this may not apply to the competitive 
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enterprises in the rich countries in full measure — but these too 
may wish to become monopolists abroad just the same — it seems 
its significance is greatly enhanced by the probability that only 
larger power groups in the “ advanced ” countries will be willing 
and able to start new enterprises in the poor countries. Others 
may not have the initial capital and may have to plan for more 
immediate gains. So long as the poor countries or some other 
agency does not provide an adequate information service on trade 
prospects, etc., there is the further obstacle of inadequate know- 
ledge and exaggerated risks. 

Joint Enterprises 

There is another type of direct investment by foreign investors, 
viz., the establishment of joint enterprises in which foreign and 
native entrepreneurs both undertake to contribute a part of the 
capital. If in a joint enterprise the foreign interest has a con- 
trolling share, then the danger of the growth of power groups of 
alien nationalities will still be present. Unless legal restrictions 
are imposed on the nature of control and management, there is 
no apparent reason to assume that foreign investors will not try 
to get the controlling share. If, however, such restrictions are 
imposed and enforced, the consequence might be the discourage- 
ment of the inflow of foreign capital in this form, especially if* 
direct investment without the participation of any native capital 
is allowed. On the other hand, if joint enterprises are established 
despite legal restrictions on foreign capital, there arise two signifi- 
cant points. First, joint enterprise as such does not in any way 
prevent the emergence of individual monopolistic undertakings, 
although control of the monopolies may be vested in native 
hands. It is free from the disadvantages of the simpler form of 
direct investment only when there are simultaneously legal 
restrictions on the share of foreign capital and provisions to 
combat the growth of economic power groups in general. Secondly, 
in a poor country, if native capital is to be the major part in any 
joint enterprise, the rate at which capital investment in this 
form can be made will be conditioned by the availability of 
native capital. Consequently, the poor country cannot rely on 
joint foreign-native enterprises of the restricted type for rapid 
industrialisation. In order to obtain a high rate of development, 
this type of joint enterprise must not be the only form of foreign 
capital inflow. 

If our contention that in the post-war world capital for inter- 
national investment will come chiefly from large power groups in 
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the “ advanced ” countries is correct, it is highly doubtful 
whether these investors would choose joint enterprise in prefer- 
ence to direct investment of the purer type. Even if they did, 
it would still be up to the poor country to try to augment the 
supply of foreign capital in some other form. There would only 
be a change in the quantitative aspect of the problem discussed 
here. 

In addition, two more difficulties inherent in joint enterprises 
may be pointed out. First, since the native and foreign investors 
are not faced with the same rate of interest in raising the capital 
required, differences will arise in connection with business and 
dividend policies. v Secondly, the foreign investor may be a large 
corporation with a high degree of vertical integration. It would 
be difficult for such an investor to find a corresponding native 
partner in a poor country. It would be obliged to establish joint 
enterprises with different firms, and this may act as an additional 
deterrent to the investors in choosing this form of investment. 

Advantages of an International Investment Trust 

Since most of the objections to various forms of bilateral 
investment arise out of the fact that there are more than one 
sovereign State and more than one economic system in the world 
at any given time, the ideal solution might be the creation of a 
world federation and the establishment of a competitive world 
economy consciously maintained. It seems, however, that while 
not losing sight of this ideal, one should try to find a less ambitious 
method of accomplishing the same thing. In other words, 
although not necessarily sharing the view of some people that 
world federation is utterly utopian, one should probably try to find 
an arrangement by which international investment can take place 
on a large scale for the development of “ backward ” countries 
and for the enhancement of economic welfare in general without 
incurring the risk of not reaching the end through choosing the 
wrong means. For those who believe in the need for world 
federation as a means of peace, one might add that such an 
arrangement will perhaps help to make federation in the future 
less difficult. 

In order to eliminate the political factor common ~to all 
bilateral arrangements, it seems to be essential that capital 
investment by one country in another should be made truly 
international, and not just an inter-State affair. In order to 
remove the threat of economic power groups establishing them- 
selves in a poor country in the guise of investors, it appears 
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necessary to sever as far as possible the link between the investor 
power group and the control of the investment. These condi- 
tions could be satisfied by the founding of an international 
investment trust as a central agency for the international flow of 
capital investment. 

The main task of the trust should be to grant loans to entre- 
preneurs, large and small, and of whatever nationality, without 
discrimination, provided that the genuine prospect of the under- 
taking is ascertained. The possible exceptions to this rule are 
loans for investment in personnel training and loans to meet an 
emergency, as profitability cannot be a guide here. This work 
might be done in co-operation with the central economic authority 
in any particular country charged with the duty of maintaining 
the competitive order. Allowing a risk premium appropriate to 
every individual case, the rate of interest charged should be fixed 
at an intermediate level between the high rate common to the 
“ backward ” countries [e.g. t 12-20% in China) and the low rate 
obtained in the “ mature ” economies. The criterion is to try to 
equate the investment demand for capital of the poor countries 
with at least the surplus savings of the rich communities. Interest 
payment might be suspended at the request of the borrower 
after he has satisfied the trust that this is necessary on account 
of a general depression or some other unforeseen reason. 

To obtain the capital necessary for investment through this 
international trust, arrangements should be made not only with 
a view to the “ surplus ” capital finding its way there, but also 
with the purpose that savers can always have the option of 
putting their funds at the disposal of the trust instead of investing 
them at home, if by so doing a higher rate of returns could be 
obtained. This would probably bring about a levelling-up of 
capital distribution in the world. The trust should be empowered 
to raise capital in any national capital market and an initial 
subscription should perhaps be made by the central banks. 

Within the economy of the “ backward ” countries, there is 
no danger of upsetting the rules for the maintenance of the com- 
petitive economy by the inflow of foreign capital in this manner, 
and there is no need to abolish arrangements for loans and direct 
investments between individual countries. But it should be 
provided that such arrangements must be first approved by the 
trust . The main criteria for approval must remain : first, whether 
the growth of power groups is likely to be fostered or not ; and 
secondly, whether political disputes are likely to arise out of 
such investments. Obviously, unless the total of bilateral 
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investments is confined to a low figure, the international invest- 
ment trust runs the risk of being practically displaced. But if 
it exercises its control rigorously over other forms of international 
investment, there is no reason why it should not function well. 

The control of the trust, however, should be vested in the 
hands of independent men whose main responsibility is the 
efficient management of the trust on business lines. The principal 
investor and debtor countries should be represented on a council 
whose function is to advise the directors. Finally, the directors 
of the trust should stand in the same relation to the post-war 
world organisation as the Supreme Court in a democracy stands 
in relation to the legislature, so that the trust will be free from 
political control and in a position to follow a continuous policy. 

In the case of an international investment trust it seems 
that not only will the drawbacks of bilateral investments be 
absent, but certain positive advantages otherwise unobtainable 
could be secured. First, the trust will be able to take advantage 
of specialisation in production and skill and advise the borrower 
on the best sources to satisfy his requirements. No national or 
individual interest will be involved. Secondly, the trust will be 
able to see to it that the development of any poor country will 
take place in such a way that the benefits of simultaneous expan- 
sion will not be lost through lack of capital on the part of any 
section of the industries. This is impossible under bilateral 
arrangements unless investors start to pour capital into a certain 
country simultaneously for a number of purposes. It should be 
noted that this suggestion does not involve the planning of 
investment in the sense Dr. Rosenstein-Rodan and other planners 
would understand it . 1 All that is required is the simultaneous 
granting of loans to different entrepreneurs in the same region. 

Thirdly, the trust, in conjunction with the economic authority 
of any individual country, should be able to make large invest- 
ments for the acquirement of new and existing knowledge. This 
is something which no ordinary bilateral investment arrangements 
can achieve on a substantial scale. If investments in the training 
of personnel and in new knowledge have to be subsidised by the 
State because of the high risks and the discrepancy between 
marginal social and marginal private products, the reason for a 
subsidy is all the stronger when foreign investors are supposed 
to supply the capital. But the investors’ government will cer- 
tainly not subsidise on a large scale the training of foreigners and 

1 Cf. Rosenstein-Rodan’s article in the Economic Journal, July-Septem ber, 
1943. 
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the development of new knowledge in foreign countries. It 
would not stand to gain by doing so. From the point of view 
of the “ backward ” countries, it would not be sufficient to 
depend for the promotion of this important element of progress 
chiefly upon political gestures of foreign governments, the 
attempts of self-advertisement by big firms and the charitable 
mood of millionaires. On the other hand, since they are poor, 
they are not in a position to grant large subsidies commensurate 
with requirements. And if the State is hard pressed, it is possible 
that far from granting subsidies to private investors, it will make 
all investments of this nature in its own undertakings. Such a 
development would seem to be undesirable. The problem can 
be solved if capital for the above purposes could be supplied by 
the trust. It might be difficult to arrange for interest payment 
to such loans. One way out would seem to be the pooling of 
interests with other loans for investments in which the trained 
personnel will take part. In practice, of course, such invest- 
ments might be made free of interest ; the trust will then have 
to be subsidised by the World Economic Council which, pre- 
sumably, will have its own resources. In the latter case, the trust 
will act as an agent of the World Economic and Social Council. 

Fourthly, in case of emergency, the trust can more easily 
direct international investment into any given channel. For 
instance, capital can be poured into a country to prevent a great 
disaster like flood. Similarly, the timing of some development 
projects may be arranged in such a way that if the rate of invest- 
ment in a certain region should threaten to drop in a precipitate 
manner, they could be switched on immediately. Such advan- 
tages cannot be over-estimated, especially in the post-war world 
when economic structures have to be readjusted and overhauled. 

Fifthly, since “ extensive ” expansion may figure large in the 
future expansion of investments, it is desirable to have an organi- 
sation which will not be hampered by lack of knowledge and 
contact in the quest for investment opportunities. The trust 
will be able to satisfy this condition and enable international 
capital flow to take place on a considerable scale and with con- 
tinuity. 

Finally, the international investment trust can afford to have 
a broader outlook than the government or private investors of 
any country. To make certain that their investments will be 
profitable, the latter will be interested in the political stability 
of the country in which their capital is invested. Political 
stability, it seems, can be achieved, at any rate in the short run, 
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by having a strong government. It is only too true, however, 
that all strong governments are not necessarily good. It may be 
impossible to have political and economic freedom under such a 
government. It is well known, for instance, that American 
industrialists are intent on making large investments in China 
after the warr Their first condition appears to be political 
stability. 1 But from the point of view of welfare, the way in 
which political stability is achieved is no less important than 
stability itself. While the government and/or investors of any 
rich country with surplus capital wpuld probably choose the way 
of least resistance, t.e., by assisting in the establishment of some 
sort of strong government, the trust, being part of a world 
organisation, while following the criterion of profitability, might 
yet allow itself the luxury of a broad and humane outlook which 
the former probably cannot and in practice will not possess. In 
other words, the trust could be a strong weapon in promoting 
economic development in a democracy as well as in curbing the 
growth of the economic power of a non-democratic State. 

The advantages of the trust having been established, it is 
pertinent to ask whether there is already some concrete sugges- 
tion on such lines in the unending stream of post-war international 
agreements. What about the Bretton Woods proposal of an 
International Bank of Reconstruction and Development ? 2 
While the projected International Bank is definitely a step in 
the right direction, it seems to fall short of the international 
investment trust proposed above. 

Criticisms of the Bretton Woods Proposal of an International Bank 
for Reconstruction and Development 

One of the chief purposes of the Bank, which is perhaps the 
most important one, is “ to promote private foreign investment 
by means of guarantees or participations in loans and other 
investments made by foreign investors ; and when private capital 
is not available on reasonable terms, to supplement private 
investment by providing, on suitable conditions, finance for pro- 
ductive purposes out of its own capital, funds raised by it and 
its other resources.” 8 As we shall see more clearly in a moment, 
the emphasis seems to be purely on the supplementing of what- 

1 See, for instance, Factor* in Chinese Economic Reconstruction . (A summary 
of discussions organised by the IPR.) December, 1942. 

1 United Nations Monetary and Financial Conference . Final Act . Cmd. 
6646. 

* Ibid., p. 46. 
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ever private and bilateral investment fails to do by itself. In 
other words, jthe Bank can only help investors and borrowers 
when help is required. It cannot prevent any bilateral invest- 
ment from taking place even if it foresees that the consequences 
may be undesirable. In the case of a loan, it might prevent 
exploitation if its advice is sought. But it is absolutely powerless 
in the case of direct investment undertaken by private investors, 
which, according to the foregoing analysis, will be the main source 
of trouble. • 

The guarantee system itself is not so much open to criticism 
when it is undertaken by the International Bank as when it is 
provided by individual governments. An international organi- 
sation may not be liable to as much political pressure as an 
individual government. It cannot bring any undesirable political 
consequences to any particular country directly as a result of its 
having guaranteed some of the investments made there by 
foreigners. Moreover, with $10 milliard at its disposal as capital, 
as well as other resources, it can afford to suffer losses, which, 
however, will be reduced, because risk can be spread widely. 
Besides, the provision that the member (or its agents) in whose 
territory the project is located will act as a guarantor will further 
diminish this risk. 

However, the Bank’s operations seem to be rather restricted* 
Before making or guaranteeing a loan, the Bank is to be satisfied 
“ that in the prevailing market conditions the borrower would 
be unable otherwise to obtain the loan under conditions which 
in the opinion of the Bank are reasonable for the borrower.” 1 
From this it seems that the idea is clearly to pick up what bilateral 
arrangements would otherwise leave untouched, and to induce 
those marginal investors who would otherwise have to impose 
“ unreasonable ” conditions on the borrower, to relax them. 
There is no intention that the Bank should displace bilateral 
arrangements either entirely or even partly. Support for this 
view can be further found in the condition laid down in the 
Agreement that “ loans made or guaranteed by the Bank shall, 
except in special circumstances, be for the purpose of specific 
projects of reconstruction or development.” 2 In other words, 
private entrepreneurs engaged in ordinary manufacture, etc., 
will not be catered for. Since these entrepreneurs are not likely 
to be in a position to obtain foreign loans, a still wider field is 
left to direct investment by foreign investors. 

1 United Nations Monetary and Financial Conference, Final Act. Cmd. 
6546. Article m. Section 4 (2). 

.* Ibid., Article HI, Section 4 (7). 
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Although the Bank is to guarantee and participate in “ other 
investments made by private investors,” apart from loans, one’s 
impressiofx from reading the Agreement is that the Bank is chiefly 
to guarantee and participate in loans only, and, for that matter, 
only loans of a special character, as little is said beyond that 
about the “ other investments.” If this impression is correct, 
then it is obvious that since only large economic groups may 
actually dispose of capital for direct international investment, 
the Bank is going to leave this field almost completely to these 
groups. Besides, in so far as the guarantee system also operates 
with respect to direct investment, it may not be able to prevent 
the growth of monopoly interests at all. For even if it were 
stipulated that investments by actual and potential monopolies 
would not be guaranteed, it would be faced with the stark fact 
that no guarantee would probably be sought in these cases. Of 
course, “ reasonable conditions ” and “ special circumstances ” 
are ambiguous terms, which give the interpretation of the Bank’s 
function a certain amount of elasticity. But on the whole it 
would seem that one is justified in saying that the Bank will not 
accomplish what the international investment trust could achieve. 

That the Bank may not be expected to be much more than 
an enlarged export credit guarantee organisation, though it must 
be admitted that the loans guaranteed by it will probably be of 
somewhat longer duration, finds further support in the relatively 
small authorised capital stock of 10 milliard U.S. dollars of the 
weight and fineness in effect on July 1 , 1944. The full payment 
of the subscriptions may be spread over a number of years. It 
is stipulated that “ the total amount outstanding of guarantees, 
participations in loans and direct loans made by the Bank shall 
not be increased at any time, if by such increases the total would 
exceed 100% of the unimpaired subscribed capital, reserves and 
surplus of the Bank.” 1 Probably, and at least in the first few 
years, the capital stock is going to figure largely in this total, 
which sets a limit to the scale of operations. Since at any time 
not all the subscribed capital may have been called in, it is 
possible that the total scale of operations will not be substantially 
larger than 10 milliards at the beginning of the Bank’s existence 
If “ extensive ” expansion is to become increasingly important, 
it is very probable that the Bank cannot hope to handle all 
international capital investments. 

All this does not mean that the creation of the Bank should 

1 United Nations Monetary and Financial Conference . Final Act . Cmd. 
6546. Article III, Section 3. 
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be discouraged. For there are certain purposes which it shares 
with the international investment trust. These are : 

“ To assist in the reconstruction and development of 
territories of members by facilitating the investment of 
capital for productive purposes, including the restoration of 
economies destroyed or disrupted by war, the reconversion 
of productive facilities to peace-time needs and the encourage- 
ment of the development of productive facilities and resources 
in less-developed countries. 

“ To promote the long-range balanced growth of inter- 
national trade and the maintenance of equilibrium in balances 
of payments by encouraging international investment for the 
development of productive resources of members, thereby 
assisting in raising productivity, the standard of living and 
conditions of labour in their territories. 

“ To arrange the loans made or guaranteed by it in rela- 
tion to international loans through other channels so that 
the more useful and urgent projects, large and small alike, 
will be dealt with first. 

“ To conduct its operations with due regard to the effect 
of international investment on business conditions in the 
territories of members and, in the immediate post-war years, 
to assist in bringing about a smooth transition from a war- 
time to a peace-time economy.” 1 

But it is important to realise that with the limited scope within 
which the Bank is to operate and with the limited means at its 
disposal, the Bank might not be able to accomplish much. To 
the extent that it fulfils some of the above purposes, it is a 
useful organisation. But its success is possible only when it 
does not come into conflict with the interests of the economic 
power groups which will be the main investors and the growth 
of which in the poor countries it will do nothing to restrict . 2 

The limitations and pitfalls of the Bank are perhaps to be 
explained by the origin of the proposal. For in many respects 
the Agreement closely resembles the earlier American document 
entitled “ Preliminary Draft Outline of a Proposal for a Bank 
for Reconstruction and Development of the United and Asso- 

1 United Nations Monetary and Financial Conference . Final Act . Cmd. 
6546. Article I (i), (iii), (iv) and (v). 

* It seems that the way in which voting power and the amounts of sub- 
scriptions are related is open to criticism in that it gives certain countries a cer- 
tain amount of voting power only by requiring them to subscribe shares which 
m%y otherwise be out of proportion to their oapacity or need. 



1946] INTERNATIONAL CAPITAL INVESTMENT 101 

dated Nations.” 1 According to the latter, “ the Bank would 
make no loans or investments that would be secured from private 
investors on reasonable terms. The principal function of the 
Bank would be to guarantee and partidpate in loans made by 
private investment agencies and to lend directly from itsj>wn 
resources whatever additional capital may be needed.” This 
may reflect the attitude of American financiers and industrialists. 
A pamphlet issued some time ago by the National Association of 
Manufacturers in the United States on “ Principles Governing 
Foreign Investments,” so far as the report of The Times goes , 2 
seems to bear out this view. The manner in which the Inter- 
national Bank proposal has been received, especially by the 
American Bankers’ Association, so much in contrast with the 
criticisms accorded to the Monetary Fund proposal, is a reason- 
able indication of the mood of American capitalists, the chief 
suppliers of capital for foreign investment after the war. In 
the light of our analysis we can easily understand why American 
capitalists appear to favour the replacing of the International 
Bank by an expanded Export-Import Bank, and why they ques- 
tion the need for the Bank at all, since all profitable foreign 
investments will be undertaken in any case by private investors, 
whereas unprofitable investment should not be made at all. 
Unfortunately, they seem to have failed to realise the important 
effect that the form of international investment may have on 
the welfare of the poor countries the development of which is 
their professed aim. 

Yuan-Li Wu 

1 Issued by the U.S. Treasury on November 24, 1943. 

# The Times, February 12, 1945. 
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Price Flexibility and Employment . By Oscar Lange. (Bloom- 
ington, Indiana : The Principia Press, Inc., 1945. Pp. xii + 
114. $2.00.) 

Dr. Lange has produced a distinguished and interesting 
monograph on the question whether the reduction in the price 
of a factor of production is likely to lead to an increase in its 
employment. Dr. Lange is well versed in recent literature, and 
his book is embellished with references to it. He is clearly a 
fine master of analytic reasoning; his touch is sure and often 
elegant. It is a pleasure to follow him when he sets out to 
prove that some principle is only a special case of one still more 
general. This is a work that close students of this subject will 
feel it their duty to read. Dr. Lange has some practical con- 
clusions that deserve consideration. 

This being so, and the subject treated by Dr. Lange being a 
central one in economics, it seems desirable to summarise the 
general gist of his contentions and assess the importance of his 
work as a contribution to the main structure of our economic ideas. % 

Before proceeding to the central theme, it is necessary to get 
one criticism out of the way. In restating the general equilibrium 
theory (Ch. 3, first paragraph), Dr. Lange assumes in general 
that the reduction in the price of one factor will, owing to sub- 
stitution, diminish the demand for the others. In certain cir- 
cumstances this would be so, but it is surely not proper to take 
this as the general case. Factors may be co-operant or alter- 
native to one another. The latter attribute belongs to factors 
that are very specific. Thus if tool B becomes cheaper it may 
lead entrepreneurs to have no further use for tool A (which does 
roughly the same job). But in the context of the enquiry, in 
which we are interested in changes in the prices not of highly 
specific factors, but of widely employed factors or categories of 
factors (the “ changes in money wage rates ” of Ch. 1), the 
co-operant attribute predominates. For such a purpose we may 
jfetain the old doctrine that an increase in the supply of one 
factor tends, assuming technological knowledge to be unchanged, 
to raise the demand for the others; if more capital becomes 
available in the community, this will tend to raise the marginal 
product of, the demand for, and the wages of labour ; if more 
capital and labour are applied to land, rents will tend to rise. 
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Dr. Lange's unacceptable assumption, encountered at the 
threshold, need not, according to my understanding of the matter, 
be taken to upset the arguments of the rest of the book. It 
seems that we may re-cast the opening section, without damage 
to the author’s intention, as follows. Let us suppose that factors 
are prevailingly under-employed, in the sense that the range of 
factors among which under-employment exists exceeds that m 
which the supply is short of the demand. If the principle of 
flexible prices operates, factors will on balance try the experiment 
of offering themselves, and thereby the consumer goods or invest- 
ment goods that embody them, at lower prices to the buyers. 
Will this lead to an increase of employment ? This is Dr. Lange’s 
quintessential question. 

The experiment will, according to Dr. Lange, be successful 
(i) if the monetary system reacts “ positively ” and (ii) if its 
positive reaction is sufficiently large to overcome certain obstacles. 
It is supposed, however, that in certain not improbable circum- 
stances no reaction might be sufficiently large and that the 
obstacles would then have to be attacked directly. 

The first condition is easily satisfied. After the development 
of some perhaps unnecessarily elaborate terminology, it turns 
out that a monetary system is said to react “ positively ” to a 
fall in prices, if the quantity of money in the community does not 
decrease in full proportion to the fall in prices. But neither 
under an automatically worked gold standard nor under other 
unregenerate monetary systems of which we have had experience 
does the quantity of money fall so much as that in a time of 
falling prices. Therefore we may take Dr. Lange’s first con- 
dition as usually fulfilled by all monetary systems, good or bad, 
that are commonly used. 

But will the positive reaction be strong enough to overcome 
the obstacles ? The principal obstacles discussed may be grouped 
under the heads of (a) friction, (b) “ elastic ” price expectations, 
(c) oligopoly and oligopsony, and (d) certain matters connected 
with foreign trade. (The fourth item is dropped from the sum- 
mary list on p. 83.) 

It would also help the success of the experiment if the demand 
for investment goods were sensitive to a fall in interest rates. 
Dr. Lange gives strong reasons for holding that we must not 
expect high sensitivity here. There is always the possibility, 
however, on which Dr. Lange does not dwell, that a large fall in 
interest rates, perhaps approaching the zero level, might cause 
expansion by seriously reducing the propensity to save. 
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Now while the absence of sensitivity here is unhelpful to the 
success of the experiment, it seems clear that Dr. Lange con- 
siders that if the monetary response were positive and the other 
obstacles not present, a reduction in factor prices would stimulate 
employment, ever, if the demand for investment goods did not 
respond to a fall in interest rates, and indeed even if there were 
no fall in interest rates. In this he is in direct conflict with 
Keynesian doctrine. In the Preface he- writes that “ the interest 
in the problem and the recognition of the crucial importance of 
substitution between money and goods were inspired by Lord 
Keynes.” None the less it must be said that Dr. Lange’s general 
theory does not belong to the Keynesian family. 

While Dr. Lange’s analysis of the obstacles and practical 
proposals for overcoming them are of interest and importance, 
it is clearly a prior task to consider whether he is right in holding 
that in their absence a fall in factor prices would increase em- 
ployment. He thinks it would do so because it would lead to a 
“ substitution of goods for money.” The real value of cash 
balances having risen owing to the fall in prices (and the quantity 
of money units outstanding not being reduced in proportion) the 
community becomes willing to dispense with part of its holding 
of cash balances in exchange for goods. 

But, with respect, this formulation of the problem will not 
do. For on one side of the “ substitution ” is a stream of goods 
flowing through time and on the other side a fund. Dr. Lange 
is trying to equate two quantities of different dimensions. When 
there is under-employment he says that this may be alternatively 
expressed as an excess supply of goods or an excess demand for cash 
balances, these two being equal in quantity. It is clear that what 
he means by “ an excess supply of goods ” is not in the nature of a 
surplus stock of commodities, which would be absorbed, if the com- 
munity could make a once-over swap of some of its money for them, 
but a continuing stream of additional goods that would be produced 
if the under-employed factors became fully employed. 

Dr. Lange’s theory would only work if the system were in all 
other respects in neutral equilibrium. The release of cash would 
then give it the once-over fillip which would be all that was 
needed to raise it to a higher level of output. But if the system 
were held in stable equilibrium (as on Lord Keynes’ general 
theory) at a level of under-employment by the balance between 
investment opportunities and the propensity to save, it would 
relapse back after the monetary fillip if the investment oppor- 
tunities and propensity to save were unaltered. 
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It might be objected that the surplus cash balances give an 
enduring stimulus, on the ground that although the community 
wants to swap them for goods, it cannot get rid of the surplus 
in this way, provided that the quantity of money in the com- 
munity is not reduced, and that the continuing attempt to get 
rid of it in exchange for goods will maintain the stimulus to 
employment. But if the community persists in this attempt, it 
will find that it is spending on goods a higher proportion of its 
income than it did before or wants to spend. Unless some force 
comes into existence to reduce the propensity to save, the whole 
of the surplus balances will eventually be syphoned off into the 
capital market, and, save for any effect of a fall in the rate of 
interest, employment will relapse to its previous level. 

In his Preface Dr. Lange tells us that his “ restatement leads 
to the conclusion that substitution between money and goods 
provides the key for understanding the equilibrating as well as 
the disequilibrating processes of the economy.” This incident- 
ally does less than justice to the other obstacles which he dis- 
cusses. But the real truth of the matter is that he only reaches 
the conclusion that the substitution between money and goods 
is so important by assuming without argument that the level of 
output is otherwise in neutral equilibrium. 

What of the other obstacles? Dr. Lange perhaps makes 
unduly heavy weather about friction. The excess cash balances, 
he observes, may not be directed towards the purchase of goods 
embodying the under-employed factor. But money circulates. 
Moreover if we are considering a disequilibrium of substantial 
importance in relation to the whole system, the under-employed 
factors will presumably be embodied in a wide variety of goods. 

What he has to say on price expectations is of great import- 
ance, whether one accepts the monetary analysis or not. He 
gives an excellent account, with debt to Professor Hicks acknow- 
ledged, of the destabilising effect of price expectations when 
these extrapolate the direction of current price changes into the 
future. He returns to this question in his chapter on policy and 
suggests that, to counteract the tendency, the price of some 
important commodity should be fixed. He recognises that this 
was done by the gold standard, but argues that “ gold was a 
poor commodity to choose for that purpose.” His alternative 
of fixing wage rates is open to political difficulty and indeed to 
respectable sociological objections. The fixing of some one staple 
product such as wheat, which he also suggests, might lead to 
the accumulation of an unmanageable surplus, unless accom- 
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panied by organised restriction of output which would nullify 
those ramifying effects that the fixing is designed to secure. 
Dr. Lange refers to the idea of stabilising a general level of com- 
modity prices, leaving individual prices free. It may well be 
necessary to go as far as this to remedy the evil. 

In regard to oligopoly and oligopsony he hangs much upon 
the evidence given by business men in Oxford and the tentative 
conclusions published by Messrs. Hall and Hitch. It is gratify- 
ing that he does so, although the group would not claim finality 
for the analysis. Furthermore, while Dr. Lange argues correctly 
that behaviour of the kind described may impede the passing on 
of cost reductions to consumers, it is not clear that in all cases or 
even in the majority of cases factor price reductions would not be 
passed on. Oligopolistic behaviour is often accompanied by price 
variation to match changes in the cost of raw materials, and 
reductions in important factor rewards might well be treated in 
the same way. 

Dr. Lange suggests that the only effective cure for oligopolistic 
behaviour (which may be very widespread) may be socialisation 
of the industries affected. This is very drastic. Since oligo- 
polistic behaviour (in contrast to monopolistic behaviour) is in 
essence due to uncertainty and ignorance, it should be possible to 
break this bottleneck by the wider diffusion of correct standards 
of behaviour in response to factor price reductions. Or resort 
might be made to the British plan for the supply of “ utility ” 
goods, combined with auditing of costs; or marketing arrange- 
ments could be improved. 

J)r. Lange’s practical recipes must also be looked at from 
another point of view. If his monetary analysis is not accepted, 
we may revert to the theory of Lord Keynes or some other theory. 
In the former case, we shall not be disposed to recommend general 
factor price reductions to cure unemployment, and some other 
positive remedies must be applied. Whatever these may be, 
“ elastic ” price expectations are likely to prove an obstacle to 
expansion, and Dr. Lange’s requirement for a specific remedy for 
them must be taken seriously. The oligopolistic obstacle, on 
the other hand, may not be formidable or even present at all if we 
adopt remedies other than factor price reduction. 

Dr. Lange’s treatment of oligopsony is somewhat obscure. 
He postulates that oligopsony and monopsony in the factor 
markets have greatly increased since the last century. This is 
clearly incorrect* Oligopsony has greatly decreased together 
with the practice of monopsony by individual employers. The 
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rise of collective bargaining (a half-way house to monopoly) on 
the labour side has removed the possibility, save in conditions 
of labour shortage, of monopsonistic or oligopsonistic behaviour 
by individual employers, which before had been universal. The 
existence of agreed standard wage rates presents them with the 
conditions of a perfect market as buyers ; marginal expenditure per 
unit of labour employed is equal to marginal cost per unit. 

In the main body of his chapter on international trade Dr. 
Lange argues that in the general case its presence will tend 
to make factor price reductions stimulate employment. This 
follows also from Keynesian premises, although sufficient atten- 
tion is not always paid to the point. In the final paragraphs, 
however, Dr. Lange casts doubt on this conclusion, on the ground 
that the effect may not be found to operate when full account 
is taken of reactions in other countries and the resulting redis- 
tribution of international balances. But his analysis of these 
reactions and this redistribution is not nearly thoroughgoing 
enough to warrant casting doubt on the main proposition. 

It has only been possible to select some of Dr. Lange’s salient 
points for consideration. It may be worth while, finally, to 
draw attention to his references to dynamics. In Appendix 2 
“ dynamic stability conditions ” are set out ; the equations are 
genuinely dynamic in that they refer to rates of the movement 
of prices. They define conditions in the field around a postulated 
equilibrium of the system. But they only touch the fringe of 
economic dynamics. We shall not have got a genuine dynamics 
of the subject, until the variables, the values of which are 
determined by the fundamental equations of the equilibrium, are 
not rates of production per unit of time, but rates of increase of 
production, rates of capital accumulation, etc., per unit of time. 
The introduction pf dynamic considerations into the analysis 
of what happens when the system is in disequilibrium is an 
advance; but we shall not have reached our goal until we can 
define the normal condition of the system as being one of motion, 
a state of rest being a speoial and improbable case. 

Dr. Lange’s work should serve to stimulate and advance 
thought about many branches of economics, even if his central 
thesis regarding the substitution of goods for money is not 
accepted. 

R. F. Habbod 

Christ Church, 

Oxford. 
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Full Employment and Free Trade. By Michael Pqlahyi, F.R.S. 

(London : Cambridge University Press, 1945. Pp. x 4- 155. 

8s. 6d.) 

This lively essay ,has three points to make : that “ the 
Keynesian theory is really quite simple ” ; that a Budget deficit 
on current account is the best means to full employment; and 
that “ a correct Keynesian policy should regenerate free com- 
petition and re-establish capitalism on renewed foundations.” 

Professor Polanyi’s exposition begins by showing the reader 
the flow of monetary circulation, which he calls the money belt. 
If this belt is too narrow, only part of the productive forces are 
activated by it ; if it is too wide, we get inflation. The belt is 
narrowed by saving, which is visualised as setting aside sums of 
money which are kept back from circulation. But this “ suck- 
ing ” effect can be offset by “ squirting ” : “ so long as the 
money which is removed day by day from circulation, through 
the process of saving, is balanced by the sums which are con- 
tinuously flowing into new business investments, the width of 
the money belt will remain unchanged.” Since the amounts of 
sucking and squirting are governed by independent decisions, 
there is no reason why they should balance, but if they differ, 
the difference brings about a change in the national income, 
which in turn alters the rate of sucking until it becomes equal 
to that of the squirting. This adjustment comes about rapidly, 
but the idea of a necessary identity between savings and invest- 
ment “ is very misleading and should be strictly avoided.” 

I In exposition it is often well to begin with rough ideas which 
are made more exact as the argument develops ; but to my mind 
it is dangerous to set out here without the balance sheets of social 
accounting, which alone give us a clear view of the stock and 
flow of money on the one hand, and the components of income, 
as accounting magnitudes, on the other. In Professor Polanyi’s 
approach the problem appears, and remains, as “ a gap in the 
money circle.” It seems to be his view that if enough money 
is provided to meet the demand of the public for money to hold, 
a sufficient total flow of purchases will follow : “ gradually, as 
the cash balances of the public in general approach a final level, 
the Rate of Saving will fall to the point at which it no more 
exceeds current Investment.” Thus a given excess of the pro- 
pensity to save can be neutralised once for all by a sufficient 
increase in the stock of money. He does not seem to envisage 
the possibility of this being done — e.g., by a public investment 
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policy financed by borrowing — without any addition to the stock 
of money. Again, if the aim is flftnply to maintain the total 
circulation, it does not appear why there should be any special 
virtue in investment. Professor Polanyi’s answer is that squirt- 
ing is “ a process taking money into circulation without being 
linked to any process which removes it again ” ; new private 
investment, or a budget deficit, will do this ; but “ the day-to-day 
buying of consumer goods in the market does not fall under the 
description of squirting because such buying is linked to the 
receipt of income by the consumers, whick.takes the money from 
circulation again.” I have not been able to follow this. 

The practical policy which Professor Polanyi advocates springs 
from his monetary analysis, but also brings in an independent 
principle. A budget deficit has the same effect as new invest- 
ment, because “ at the first stage of deficit spending the full 
sum of the ‘ loan ’ is issued as new money,” and subsequent 
funding has only a minor effect, by its decreasing the liquidity 
of banks or the public, in reducing spending. But more than 
this, a budget deficit commends itself above all measures designed 
to reduce saving or stimulate investment, because, unlike them, 
it does not offend against the principle of neutrality. This prin- 
ciple requires that action to get full employment shall be taken 
only “in a way requiring no materially significant economic or 
social action to accompany it ” — that is, it must not disturb the 
working of reasonable individual and collective decisions in the 
free market. “ When in 1937 President Roosevelt imposed a 
special tax on undistributed profits, or when in 1944 Sir John 
Anderson in his Budget Speech denied tax relief to profits while 
promising a remission of 20% for funds reinvested into new 
equipment, these measures were based on no other than monetary 
considerations. No attempt was made to deny that they would 
impel business men to conduct their affairs in a way which would 
otherwise be considered imprudent and ill-advised.” Further, 
“ if you require a Budget Deficit, why go to the trouble of creat- 
ing new items of expenditure on which to spend it; and why 
spend only on * constructional ’ and not on ‘ current ’ items ? ” 
Yet on Professor Polanyi’s own principle it might seem that if 
the public want to save more, it is right to get the real assets 
constructed by which their choice can be implemented. 

This principle of neutrality goes with a distrust of eoonomic 
planning, the case against which forms the third constituent of 
this essay. The thought that here we have a chance, and maybe 
our last chance, to get rid of those ills that otherwise will drive 
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us into the arbitrariness and inefficiency of planning, infuses all 
the essay with a sense of urglfccy. 

There is much more in this book than has been mentioned in 
a notice devoted to what seems most distinctive in it. Professor 
Polanyi’s pen moves briskly, his argument is fresh and pointed, 
his every page breathes zeal. These qualities make me the more 
sorry that his analysis seems to me inadequate. 

E. H. Phelps Brown 

New College , 

Oxford . 


Economic Reconstruction, Edited by Seymour E. Harris. (New 
York : McGraw-Hill Book Company, Inc., 1945. Pp. xii + 
424. $3.75.) 

This comprehensive survey of the American outlook in 1944 
is based on lectures delivered in that year at the Graduate School 
of Public Administration in Harvard by economists all of whom 
were then or recently engaged in Government service. Professor 
Harris has arranged the topics so that they cover both the nearer 
problems of demobilisation, and the longer-run problems of full 
employment, international trade, and social security. The use- 
fulness of these papers is enhanced by their being so fully fur- 
nished with statistical records and estimates, especially for those 
economically significant categories which can be dealt with only 
by special inquiry : it is remarkable how much research has 
been done amid all the claims of current administration. For 
the reader overseas, the outcome is a book to which he can refer 
fofr fact, estimate, and opinion, on the salient present problems 
of the American economy. 

When these papers were written much was still unknown 
about how the war would end, but the problems that Y.E. day 
would bring were already clear. “ The war,” said Professor 
Haber, “ consumes about 00% of our national income, not 20 to 
25% as in 1919. . . . Including those in the armed forces, over 
50% of our labor force is producing for war.” “ As we enter 
the first stages of demobilization, we have munitions employment 
of about 9 million workers, armed forces totalling over 12 million, 
a total labor force expanded beyond normal by about 7 million, 
an occupational pattern distorted by concentration in munitions 
work, and at least 3 million workers who moved to a new state 
during the war.” The ending of war outlay would reduce Federal 
spending by $75 billion. So far there are evident possibilities 
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of stoppage and deflation; but Professor Ellis points out that 
the public’s holding of money has increased twofold, and of 
liquid assets nearly threefold, since 1939, while central bank 
control is weakened by the commercial banks holding over $70 
billion in Government securities which are mostly early matu- 
rities. Dr. Ezekiel seems to express the general view when he 
wrote that “ no economist can say positively whether the greater 
probability after the war is an extreme inflation or an extreme 
deflation.” If it is inflation that threatens, however, Professor 
Wallace believed that price control can still hold the line : “ it 
has been demonstrated,” he wrote, with regard to OPA, “ that 
prices can be successfully stabilized in the face of an enormous 
inflationary potential, without harm to production and without 
undue hardship.” 

When we turn to the longer run, there are two questions 
especially on which, with a now poignant interest, we want to 
hear the views of American economists : full employment, and 
international trade. On the latter, what we get here is the 
universal plan of Bretton Woods, without much attention to 
distinctive functions of the United States. Professor Haberler 
asks how a country following a full-employment policy can meet 
deflationary influences from without, and considers that “ inter- 
national monetary co-operation should, and through credit exten- 
sion always could, make reserves large enough to achieve that 
end ” ; failing which, he thinks orderly devaluation better than 
controls. Professor Upgren, having emphasised the great scope 
there is for international lending, argues that American lending 
can best be done, not privately nor under U.S. Government 
guarantee, but through the International Bank. On tariffs, Pro- 
fessor Haberler remarks that “ quotas and exchange control are 
much more disturbing elements in the price mechanism of a 
capitalist economy than duties.” “ When American industry 
and public opinion become ready to apply the elementary prin- 
ciples of trade, important circles in Great Britain seem to have 
all but forgotten them.” Yet it is agreed that the volume, and 
the freedom, of international trade will depend largely on the 
success of the United States in maintaining a high and stable 
level of employment. 

Full employment, indeed, is the dominating problem of this 
volume. “ The war experience,” says Professor Hansen, “ has, 
I think, left all of us more or less stunned with the magnitude of 
the employment problem.” That production for civilian use 
should in the aggregate have been maintained through the war 
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has made it clear how much under-employment there was before ; 
and meanwhile population and productivity both go on growing. 
The outcome is, in Dr. Mosak’s estimate, that “ in 1950 the 
nation will be able to produce a gross national product of about 
$200 billion in 1944 prices under ‘ full ’ employment conditions 
and 1939 average hours worked per week.” Now, if past relations 
persist, consumption will not be more than $113 to $129 billion 
out of that total ; normal Governmental expenditure would not 
be more than $25 billion ; “ private capital formation will, there- 
fore, have to average between $46 and $62 billion or between 
2£ and 3 times the 1941 peak level in order to maintain full 
employment.” The measures proposed to solve this problem 
are of the kind familiar in English-speaking discussion. If their 
treatment in this book seems less emphatic than that of the 
problem itself, perhaps that is because these papers have been 
written under a constant and sometimes wistful sense of what 
is politically practicable. “ We shall be facing a task,” wrote 
Professor Clark, “ for which there are no obvious and simple 
models : namely, to return to, and maintain, a system of private 
enterprise with the added requirement that it must furnish ample 
and reasonably stable employment or else expect powerful public 
intervention directed to that end. It is private enterprise, 
affected with a novel public interest which it has not yet demon- 
strated its ability to assimilate.” 

E. H. Phelps Brown 

New College, 

Oxford. 


Sixty Million Jobs. By Henry Wallace. (New York : Simon 
and Schuster, 1945. Pp. 83. $1.00; jointly with Reynal 

and Hitchcock in cloth. Pp. 224. $2.00.) 

It is one measure of the difference between the United States 
and Great Britain that this book should have been written by 
the Vice-President of one Administration and the Secretary of 
Commerce in the next. Mr. Wallace’s purpose is to persuade 
and convince — to persuade the American public that full employ- 
ment is a practicable ideal, and to convince them that without 
it their plans and schemes for a better America after the war 
will be brought to nothing. That statesmen should stump the 
country in support of the cause of their choice will not surprise 
the British observer; but readers of this Journal have not 
been accustomed to see Ministers of the Crown as the authors 
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of economic textbooks designed for wide popular sale. Mr. 
Wallace gives us an excellent summary of the volume and dis- 
tribution of employment and the course of income and expendi- 
ture in the U.S.A., derived from official statistics of the past and 
the projections into the future which have appeared in the 
American journals, recently collected by the National Planning. 
Association in their report on “ National Budgets for Full Em- 
ployment.” His particular contribution lies in the clarity with 
which he brings out the implications of these statistics. No 
American with a dollar to spend, after studying this book, will 
fail to be vividly aware of the extent to which his hopes for the 
future, nourished (and inflamed perhaps) by the well-publicised 
but none the less immense achievements of American industry 
during the war, depend on the realisation during the next few 
years of continuous full employment. The goal, an occupied 
population of 60 millions all in work and a gross national output, 
once reconversion is complete, of $200 thousand millions may 
seem ambitious to British readers — but these estimates are sup- 
ported by the considered opinion of competent U.S. statisticians. 

Mr. Wallace presents his case as a plan for freedom, as a 
means of reaching full employment within the framework of the 
capitalistic free-enterprise system. Although a strong, almost 
fervent believer in private enterprise, particularly small business, 
he is certainly not blind to the fact that free enterprise can only 
be kept free in conditions of prosperity, racial toleration and 
peace. He quotes Alexander Hamilton, thedate President Roose- 
velt, and Governor Dewey in support of his conclusion that the 
Government can no more avoid responsibility for the maintenance 
of full employment than it could neglect its obligations to main- 
tain the peace, and makes the illuminating suggestion (illuminat- 
ing at least on the other side of the Atlantic !) that it is the 
Government’s part to provide the ounce of stimulus which pro- 
duces a pound of private initiative and enterprise. He sees all 
around new frontiers of endeavour capable of lending buoyancy 
to the American national income. There is the pent-up demand 
for consumer goods which could not be satisfied during the war ; 
there is housing — it will no doubt surprise British readers to 
learn that half the homes of the United States are below the 
minimum standards — there is the demand for hospitals and 
public health services ; the possibility of immense development 
projects such as , the TVA, land conservation, rural electrifica- 
tion and so on; and the opportunities for enterprise presented 
by technical advance^ the result of Government-aided pro- 
No. 221. — von. lvi. I 
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grammes of industrial research similar to those undertaken during 
the war. There is, in addition, the whole of the South waiting 
to be brought up to the standards current in the North-Eastern 
States and the West, and the overseas market. He observes 
that “ the industrial revolution as yet has brought few benefits, 
if any, to the great bulk of two billion people in the world,” and 
he is particularly impressed at the trade which could be done 
with India and China. “ With adequate agricultural and indus- 
trial development, the vast population of this region can become 
one of the greatest producing and consuming markets of the 
world.” There is obviously no danger of the present U.S. Secre- 
tary of Commerce falling victim of the fallacy that two industrial 
countries cannot trade but to the disadvantage of one ! 

Economists will be most interested in the chapters on the 
national budget, the comparison of national income and expendi- 
ture. These are the best in the book, and contain a remarkably 
lucid account of that somewhat intricate subject, the relation be- 
tween output, employment, income and expenditure. In common 
with all of his countrymen, Mr. Wallace has an abiding faith in 
publicity. Show the people what is required, and they will do 
it. The national budget, submitted to Congress and periodically 
overhauled — a quarterly restatement is suggested — will indicate 
whether consumers and business can be expected to spend and 
invest, in the period considered, enough to maintain full employ- 
ment. If not, the President must suggest and Congress approve, 
the measures necessary to make up the deficit. The Murray 
Full Employment Bill, now before Congress, makes the same 
proposal — provision for a national budget to be presented to the 
Congress is its principal positive contribution.^ Mr. Wallace does 
not provide any fundamentally new weapon for the armoury of 
government. He relies upon private enterprise, stimulated by 
credit expansion and tax remissions, and fortified by public 
works when necessary. The list may appear a little thin to 
British eyes — but the reader should remember that Mr. Wallace’s 
prime purpose is to win support for the principle of a plan for full 
employment rather than to produce the detailed scheme itself. 
That will become the business of the President and Congress 
(assisted by their advisers) after the main decision has been 
taken. 

Mr. Wallace is undoubtedly optimistic about the economic 
future of U.S. A. He points out that income has been doubled 
twice since 1890, and confidently predicts a rise even above the 
rate of $200 billion. Some of us, noticing the actual distribution 
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of the $100 million 6NP in 1929 (market prices), $71 billion 
consumed, $18 billion invested and $11 billion of public expendi- 
ture, will wonder (enviously no doubt) how even 130 million 
United States citizens can spend on themselves, at 1944 prices, 
$135 billion and more; and invest annually not less than $30 
billion, supported by a budget national and local of at least $35 
billion. Compared with the condition of the poor European, 
and with that of his even less fortunate Eastern neighbour, still 
struggling with the problem of satisfying the elementary need 
for food, clothing and houseroom, the $200 billion income, when 
it is achieved and maintained, will be economic progress with a 
vengeance; and it may have repercussions upon conventional 
standards of economic conduct no less far-reaching than the effect 
of the atomic bomb upon the ordinary man’s ideas of matter 
and energy. Were it not, indeed, for Mr. Wallace’s obvious 
sympathy with the poor of all lands, and his inspiring last chapter 
on the fuller life for all, the reviewer, with the contemporary 
American scene fresh in his mind, had, for the moment, almost 
imagined himself on the threshold of some Huxleiean “ Brave 
New World.” 

Gilbert Walker 

University of Birmingham . 


Mobilising for Abundance . By Robert R. Nathan. (New 
York : McGraw-Hill, 1944. Pp. xviii + 230. $2.00.) 

This is an important book in the United States. Dr. Nathan, 
after holding a. number of posts in OPM and WPB, was last 
year appointed Deputy Director of the Office of War Mobilisation 
and Reconversion, with the present Secretary of the United 
States Treasury as Director. The book has been referred to as 
“ the New Deal bible.” Its subject is full employment in a free 
society. 

The differences between this book and that of Sir William 
Beveridge on the same subject express as much a contrast in 
the outlook anc state of mind of two countries as the distinctive 
views of two authors. Sir William Beveridge set out to supply 
the answer to a problem whose nature was already well known 
in outline and which his public was determined should be over- 
come. Dr. Nathan has first to argue that an attack on unem- 
ployment can and should be made. 

The difference goes deeper. Sir William’s proviso that em- 
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ployment policy must not go against the grain of a free society 
implied, as he put it, that all essential oitizen liberties must be 
preserved. But the liberty to own property was specifically 
excluded from his list of essentials. Sir William himself believed 
that full employment was attainable while leaving the conduct 
of industry in the main to private enterprise. But his policy 
included an expansion of tho sector of industry under direct 
public control, and “ if ... it should be shown by experience 
and by argument that abolition of private property in the means 
of production was necessary for full employment, this abolition 
would have to be undertaken.” Dr. Nathan, both from strategy 
and personal conviction, is far from such a radical position. 
He believes in private enterprise himself; but more than that, 
he is extremely careful not to offend his readers on this point 
by even remotely suggesting that full employment without sub- 
stantial State activity may not be possible. He takes the greater 
part of a chapter to get his readers to the point of accepting 
that not all Government rules and regulations are inherently 
antagonistic to private enterprise. And the point with which 
he would clinch the argument for his employment policy involv- 
ing Government action is that “ the greatest incentive to business 
is a large market, and if broad fiscal and social measures of the 
Government are effective in making for full employment and 
high purchasing power, this will be the greatest possible single 
boon to business ” (pp. 52-3). 

The result is that, whilst the magnitude of the task before 
the American economy is plainly stated, the effect is largely lost 
because of Dr. Nathan’s anxiety not to frighten his readers 
and because of the atmosphere of simplicity and easy optimism 
which he therefore tends to create. Despite the support of figures, 
the policies put forward are very much less precise than those in 
our own Government’s White Paper, Cmd. 6527. There is little 
discussion of the problems of how the policies proposed are to 
be put into operation, and even less of the problems that would 
be thrown up if their objective were to be realised. The dis- 
cussion of national debt is weak. The problem of the rate of 
interest is dismissed in tho single sentence that “ if excess savings 
continue to prevail in the United States after the war in the 
same degree as before the war, we can anticipate a continued 
decline in interest rates ” (p. 200). * Nowhere is there any dis- 
cussion of the serious problems of wages and price policy that 
were a conspicuous part of both the White Paper and Sir William 
Beveridge’s book. The international implications of employment 
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policy do not get much beyond the statement that “ our objective 
should point toward greatly increased bilateral trade ” (p. 173). 

This book is primarily for popular home consumption. It is 
a work of evangelism to get the American public to accept a 
Government-sponsored employment policy. Only the foreigner, 
acutely aware of the importance of full employment in the 
United States^ to the prosperity of the rest of the world, will 
concentrate on the snags. 

Dr. Nathan’s method of exposition is the now familiar one of 
estimating the national income or product at a given level of 
prices which would result from a full employment of labour 
resources, and then of considering how the various categories of 
expenditure can be made to add up to that total, bearing in 
mind in particular the low marginal propensity to consume. 

Dr. Nathan begins, as do a number of other American econo- 
mists, with an estimate of $150 billions as the annual gross 
national product, at 1943 prices, which would provide job oppor- 
tunities for almost all able persons seeking work, given a forty- 
hour week. If the pre-war relationship of consumption to income 
continued to prevail, $120 billions would then be spent on con- 
sumption, and $30 billions saved by individuals and business 
enterprises. In Dr. Nathan’s view, there is not the ghost of a 
chance of anywhere near $30 billions of offsets to savings being 
found through private channels, year after year. Apart from 
monopolistic tendencies which have the effect of slowing down 
private investment, there is the dependence of investment upon 
the rate of increase in consumption demand, which, Dr. Nathan 
holds, puts a fairly early check upon private investment expendi- 
ture. With high total output and vigorous competition, the 
United States might be able to spend $10 billions a year in 
industrial channels for new and replacement purposes, the same 
as just before 1929. But it could not exceed this very much 
without sowing the seeds of another depression (p. 113). There 
is room for a good deal of expansion in the purchases of con- 
sumers’ durable goods, and, to a considerable degree, the future 
prosperity of America will depend on this happening. But much 
of this expenditure will require instalment credit, and expansion 
in this class of finance must depend on the general expansion in 
consumers’ incomes. Dr. Nathan estimates that private offsets 
to savings might altogether average $15 billions a year. If there 
is no change in saving habits, gross national product would not 
then be more than $100 billions, which is less on average than 
in the late 1930’s. 
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Dr. Nathan looks in the first place to Government action that 
will affect personal consumption as the means of making up the 
balance. The book contains separate chapters on reform of the 
tax system and on a programme of social security, both proposals 
designed to effect a redistribution of income and a reduction in 
the savings-income ratio. Dr. Nathan hastens to point out, 
however, that his aim is that a larger share of a larger income 
should go to the poorer classes, not that there should be a redis- 
tribution of income as such. Similarly, he tries to hold on to 
“ less eligibility ” as setting a ceiling to his social security 
programme. 

Nevertheless, Dr. Nathan does not seem very optimistic that 
proposals of this kind will receive much favour ; and once having 
set them forth, he concentrates for the remainder of his book 
on finding means of filling the $15 billions gap without these 
measures of domestic reform. The possible sources are exports 
and Government spending; and Dr. Nathan, like a good many 
other Americans, concentrates his hopes principally upon in- 
creased exports. Government spending he regards only as a 
residual economic control when there is no alternative : it is 
“ the ace in the hole.” 

It is Dr. Nathan’s opinion that the United States should set 
up an immediate post-war goal of large exports of goods and 
services relative to imports. The distinctive point in his views, 
however, is that he does not believe that private finance will be 
able to meet the problem. In this respect he differs, for instance, 
from the U.S. Department of Commerce report on The United 
States in the World Economy. An export balance of $10 billions 
a year, which is what would be required if reliance were placed 
on exports alone, is not held to be feasible. But a balance of $5 
billions a year, Dr. Nathan considers a practicable and necessary 
target. To this end, the United States will have to contemplate 
ultimate reduction of tariffs and increased imports, but a sudden 
sharp increase in imports of goods which compete with American 
products would cause too serious dislocations to be entertained. 
It follows that funds will have to be provided directly to finance 
the purchase abroad of American goods. And, whilst there can 
be some private-loan financing, it is Dr. Nathan’s belief that 
export balances will have increasingly to be financed through 
Government channels, either by direct Government loans or by 
the Government underwriting private-lopn activity. Dr. Nathan 
recognises that these investments would have to be of a long- 
term nature, and he recommends a Government corporation 
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which could make direct loans abroad for the purpose. But its 
principles of operation are notable : “ reasonably definite goals 
should be established for each country, based on soundness, 
needs, competitive relations, and prospects of exports to the 
United States ” (p. 177). The expansion would be on a bilateral 
basis. 

Dr. Nathan’s book includes nine cartoon-diagrams, with cap- 
tions, to emphasise his points. Both in its thought and in the 
way that thought is presented, the book has much of interest to 
the non- American reader. 

R. C. Tress 

London. 

Post-War Monetary Plans and Other Essays. By John H. 
Williams. (New York : Alfred A. Knopf, 1944. Pp. 
xxxii -|- 297 + viii. $2.60.) 

America's R6le in the World Economy. By Alvin H. Hansen. 
(New York : W. W. Norton, and London : Allen and Unwin, 
1945. Pp. 197. $2.50 and 8 s. 6 d.) 

Professor Williams has collected in his Post-War Monetary 
Plans a number of papers written between 1929 and 1944 and 
published in various journals, except the first which relates to 
the joint Monetary Plan that was agreed by the British and 
American experts and was the precursor of Bretton Woods’. 

The book is divided into three parts, of which the first contains 
three papers dealing with the Keynes and White Plans. Part II 
is concerned with problems of domestic fiscal and monetary 
policy that were exercising American public opinion during the 
great slump. Finally, Part III contains a number of earlier 
essays dealing with international trade and monetary questions. 
The essays are printed without change, and reflect the evolution 
of Professor Williams’s thought on the questions at issue. Taken 
as a whole and individually, they are very well worth reading. 

In general, the author maintains a mildly sceptical and critical 
attitude towards the much-advertised panaceas for maintaining 
full employment — e.g., by deficit spending, or for solving inter- 
national monetary difficulties by currency stabilisation plans. 
He tends to stress a number of the difficulties and dangers in- 
herent in such proposals, and thus provides a wholesome cor- 
rective for those who imagine that economists have now provided 
the politicians with an infallible technique for overcoming all the 
disorders to which the economic system has fallen a victim in 
the past. 



120 THE ECONOMIC JOURNAL [MARCH 

For the British reader the most directly interesting part of the 
book consists of the essays dealing with the post-war monetary 
plans. Unfortunately the volume was completed for publication 
just before the Bretton Woods Agreement was concluded, but 
we know Professor Williams’s views on this from an Address which 
he delivered to the American Academy of Political Science in 
April 1945. 

Broadly speaking, his position throughout has been one of a 
guarded and qualified approval of the general scheme for establish- 
ing an international monetary stabilisation fund, while emphasis- 
ing the importance of recognising that its usefulness will be 
narrowly restricted by other provisions and adjustments, especially 
in the field of foreign trade. One major preoccupation with 
Professor Williams has been the weak position in which England 
would find herself at the end of the war, and this has led him tg 
favour the “ key currencies approach,” the whole situation from 
this angle being dominated by the dollar-sterling relationship. 
In the latest of his essays — the Address referred to above — he 
went so far as to advocate the postponement of the Bretton 
Woods Agreement until special measures had been taken to solve 
the British problem. The new Loan Agreement negotiated 
with the United States, if ratified by Congress, will, it is to be 
hoped, meet this particular point and give England the necessary 
breathing-space to reorganise her international trading and 
financial system on a multilateral basis. 

Finally, with regard to the working of an international 
monetary plan, there is an important passage in the Academy of 
Political Science Address which sums up a contention of Professor 
Williams which is put forward repeatedly in the earlier Essays 
reprinted in this volume ; it represents an American approach to 
which due attention should be paid in this country : 


“ One thing that has troubled me during the entire course of the 
discussions has been the reiterated insistence by the British that the 
responsibility for international trade adjustment rests on the creditor 
country. I cannot avoid the conclusion that, taken against the back- 
ground of this British discussion, the fact that the negotiations with 
regard to principles of adjustment resulted finally in the removal from 
the document [sc. the British- American Experts* Plan] of all references 
to two-sided adjustments, and the high-lighting of tne one case of a 
possible dollar shortage means quite specifically that if we do not 
prevent a dollar shortage that fact will be taken to mean we have not 
discharged our responsibility, and have therefore given the rest of the 
world carte blanche to resume exchange control and trade discrimina- 
tion as before. It is not that I wish to run away from this responsi- 
bility. It is only that I think it will not work unless there is a clear 
understanding that the responsibility must be shared. There is no 
action which a surplus country might take which does not have its 
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counterpart for the deficit countries, whether it be in the sphere of 
price changes, trade changes, foreign investment, or any other method 
of adjustment that might be explored. Recognition of this fact is the 
only reasonable basis on which to proceed.” 

The only comment on this for which there is space here is 
that there is one type of adjustment which a deficit country 
should not be required to make — namely, a deflation of its price 
and income structure leading to general depression and 
unemployment. 

If Professor Williams’s book is intended for the professional 
economist. Professor Hansen’s has been written for the intelligent 
layman. It is an excellent piece of popular exposition, which 
seeks to emphasise, to quote from the author’s foreword, “ the 
fact that world prosperity and world stability depend in no 
small measure upon (a) the achievement of full employment 
within the United States, and (b) the action and wholehearted 
co-operation of the United States in the formation and develop- 
ment of international economic organisations designed to ensure 
the workability of a new world order.” Professor Hansen 
describes lucidly the schemes which were approved at Bretton 
Woods, and discusses one by one the principal criticisms that 
have been levied in America against the plan for an International 
Monetary Fund. While regarding the criticisms as invalid, he 
stresses the need for an International Trade Authority and an 
International Commodity Organisation. He is addressing above 
all his own fellow-countrymen, and it is to be hoped that his 
words will fall on receptive ears in the United States. But the 
exposition is so clear and helpful that the book can be warmly 
recommended also to the many people in this country who would 
like to know about these important matters but have the 
impression that the subject is too technical and difficult for any 
but the expert. 

C. W. Guillebaud 

St. John's College, 

Cambridge. 


Economic Fluctuations in the United States. By Edwin Fbickey. 

(Harvard University Press (Oxford University Press), 1942. 

Pp. xxi -f 375. 28a.) 

This book presents the results of a systematic and pains- 
taking analysis of economic time series in the United States, 
covering the period between the end of the Civil War and the 
beginning of the first World War. The main object of the work 
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is the separation and measurement of long-run trends and short- 
term cycles in a selected group of series. Its aim is therefore 
limited, but the findings, which rest on carefully and solidly 
constructed foundations, are sufficiently important to make the 
work invaluable for future investigations on American business 
cycles. 

The author adopts a different strategy from that usually 
enfployed in the analysis of time series. He proceeds by what 
he calls “ the genetic method — ab initio — setting aside all pre- 
conceptions. Our aim should be so to perform the analysis as 
to lead to complete conviction in the end that the results portray 
only relationships inherent in the original figures ; ground must 
not be left for the suspicion that these results even might have 
been in whole or in part created by some process of adjustment 
or manipulation ” (p. 9, author’s italics). Methods of estimating 
secular trend by means of mathematical curve fitting, moving 
averages and other smoothing devices are accordingly rejected. 
That such methods can sometimes yield a variety of contra- 
dictory results is clearly demonstrated by the example of pig-iron 
production. In this case twenty-three trends mathematically 
fitted by different investigators reveal average cycles about the 
trend varying fairly continuously from four to forty years ; the 
results of applying moving averages to the same data are also 
shown to vary, depending on the length of period chosen. Pro- 
fessor Frickey’s own method, per contra , shows that, over the 
period considered (1866-1914), the secular trend of pig-iron pro- 
duction must be represented either by a logarithmic parabola, 
or by something very similar. 

Thirteen edbnomic time series are first selected for analysis, 
from among those which are considered important, which are 
readily obtainable and which are not 44 inflexible or erratic.” 
The selected series relate to bank clearings, railroad earnings, 
imports, exports, immigration, railroad stock prices, industrial 
stock prices, sensitive commodity prices, wholesale prices, com- 
mercial paper rates, New York bank loans and bond prices (the 
last two inverted). A lengthy analysis establishes that relative 
changes are more significant than absolute changes, a conclusion 
which could have been reached more shortly. After elimination 
of seasonal variations, the series are expressed in the form of 
44 link-relatives,” showing the relative changes from each date 
to the next. Why this particular form of presentation is chosen, 
in place of the more usual form of expression in terms of index- 
numbers with a fixed base, is not explained, except that it is 
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said to be simpler. In fact, it does not seem to add anything, 
and makes the subsequent comparison with other series more 
complicated. Taking the quarterly data first, each series is 
adjusted for “ long-time drifts ” (the word trend being eschewed 
at this stage, so as to avoid any suggestion of question-begging) 
by expressing the link-relatives in terms of deviations from the 
average link-relative for each series, thus, in effect, eliminating 
the average rate of change. Further adjustments are made for 
differences in the average amplitude of fluctuation, and for lags. 
The thirteen series, after these adjustments have been made, 
show, with a few exceptions, a high degree of correspondence. 
A “ standard pattern,” which describes the short-term fluctua- 
tions common to most of the series, is then constructed. The 
author’s claim that the standard pattern “ could not possibly, 
in any essential respect, have been created by the methodology ” 
(p. 129) is well substantiated. 

In an attempt to discover whether any new patterns emerge 
as the period to which the data relate is gradually lengthened, 
the same procedure is successively applied to the quarterly and 
annual data, and to the data arranged in averages of two, three, 
six and nine years. In this section it was perhaps unnecessary 
each time to repeat every stage of the analysis. There could be 
no objection, for instance, to using the results of investigating 
the quarterly data for lags in the subsequent analysis of longer 
periods. Another minor point is that the possibility of determin- 
ing lags in fractions of a year from annual data is apparently 
overlooked. 

The conclusion q£ this section of the w6rk is that no persistent 
pattern is discernible apart from that already derived from the 
quarterly data, while the six-year and, especially, the nine-year 
analysis reveal “ evidence of some underlying disjoining in- 
fluence,” reducing the intercorrelation of the thirteen series. The 
conclusion indicates, and subsequent analysis confirms, that the 
trends have not been completely eliminated by the simple adjust- 
ment for “ long-time drifts.” While no new pattern of fluctua- 
tion is discovered, the analysis by periods of six and nine years, 
and particularly the evidence of Charts 9B and IOC, indicate the 
presence of regular fluctuations covering a period of several years. 
The author makes no attempt to investigate the form of these 
fluctuations, or to distinguish, in the standard pattern, variations 
having different periodicities. 

In the next section supplementary data are considered, relat- 
ing to industrial and agricultural production, transportation, trade 
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and employment. The presentation of new indices of manu- 
facturing production, transportation and communication, and of 
these two combined into a general index of production, for the 
period 1860-1914, as well ac of a new index of employment, con- 
stitute not the least valuable part of Professor Frickey’s work. 
Apart from agriculture, the additional series, after adjustments 
for differences in amplitude of fluctuation, long-run tendencies 
and lags, show very close conformity to the standard pattern of 
short-run fluctuations, previously obtained. The results of these 
investigations “ clearly indicate that for the United States over 
the pre-war period 1866-1914 a well-defined pattern of Bhort-time 
fluctuation is generally pervasive throughout the structure of the 
nation’s industrial and commercial life ” (p. 167). 

Before proceeding to the decomposition of the time series, 
the author succeeds in demonstrating, by means of graphic 
analysis, that as “ a good first approximation to the truth ” the 
variations in the main series, apart from seasonal and irregular 
fluctuations, are resolvable into secular trends and cyclical fluc- 
tuations; and that the relationship between these two types of 
variations is that of being logarithmically additive. To this he 
adds the comment that “ there is, of course, nothing essentially 
new about the proposition itself. . . . The claim to novelty . . . 
rests not upon statement of the proposition but upon demonstra- 
tion of it for an important range of data ” (p. 263). 

The problem of separating secular trend and cyclical varia- 
tions is then attacked by two independent methods, in both of 
I which the usual procedure is reversed, cyclical fluctuations being 
first eliminated from the original series and^he trends obtained 
from the residuals. In the first method, a particular series — the 
production index — is selected as having a relatively simple form 
of trend and, when this is eliminated, the resulting index of cyclical 
fluctuations is used to precipitate “ trend-indications ” for other 
series which were found to have similar short-term fluctuations. 
The second method depends on analogous use being made of the 
“ standard pattern ” of short-term fluctuations, from which any 
remaining elements of trend first have to be eliminated. This is 
done by applying the standard pattern to the original series, 
obtaining tentative trend lines, using deviations from the trend 
lines to construct a revised standard pattern and repeating this 
process until all elements of secular trend have been virtually 
eliminated. The cyclical variations in the final revision of the 
standard pattern are eliminated from the individual series and, 
after dividing the time interval, where necessary, into sub-periods, 



1940] FBICKET : ECONOMIC FLUCTUATIONS IN THE U.S. 126 

lines representing secular trends are fitted to the residuals. The 
two methods, both of which depend on the close correspondence 
which was revealed in the short-term fluctuations of the different 
series, give practically identical results. While the author recog- 
nises that, in fitting trend lines to time series, • discretionary 
judgment inevitably enters at some stage, he may fairly claim 
that “ the need for the exercise of discretionary judgment is 
here reduced until it becomes almost a negligible factor in the 
fitting ” (p. 340). It should be added that numerous cross-checks 
are provided at nearly every stage of the analysis. 

This is no more than a bald summary of Professor Frickey’s 
method, and hardly does justice to the breadth and originality, 
or to the many interesting side-lights, of his work. Disappoint- 
ment may be felt that the analysis was not carried farther, and 
criticisms are possible on minor points which do not, however, 
affect the essentials of the method. The author’s scrupulous 
desire to avoid the introduction of any Bemblance of bias, though 
certainly appropriate in the development of a new method, seems, 
here and there, to have been carried to excess. Again, the state- 
ment that, in curve fitting, “ in many instances the criterion 
* absolute sum of the deviations a minimum ’ is superior ” to 
the method of least squares (p. 32) does not appear to be sub- 
stantiated. In the analysis of long-run tendencies the author 
makes use of what he calls " a new mathematical technique” 
(p. 294), involving the study of first and second differences, 
which are shown to have similar fluctuations, but with different 
timing. He makes play with the well-known fact that the sine 
curve possesses a similar property, but fails to observe that the 
same property is possessed by any curve having wave-like fluc- 
tuations, which are commonly found in economic time series. 
It is surprising, also, that the original material is very seldom 
presented, except in graphical form, so that the reader who 
desires to make additional calculations is handicapped. 

The method has, of course, its own limitations, and evidently 
cannot be applied to any case, such as agriculture, which does 
not conform to the standard pattern. Wisely, the author gives 
an emphatic warning that “ the method is not, of course, intended 
to be employed blindly or mechanically ” (p. 129), and concludes 
by remarking that his “ great misgiving in presenting this study . 
is that there may somehow be supposed to be such a thing as 
the * Frickey method ’ for analysing time series, capable of being 
applied automatically and universally ” (p. 342). How widely 
it can be applied remains to be seen. But,. limitations notwith- 
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standing, Professor Frickey has developed a powerful technique 
which is capable, as he shows, of producing some striking results. 
The work is written in a style which, though somewhat repetitive, 
is a model of lucidity. 

, J. L. Nicholson 

Institute of Statistics, 

Oxford. 

Le Developpement de la Pensee Economique. By Bertrand 
Nogaro. (L’lSconomie Politique Contemporaine : Vol. XXII. 
Paris : Librairie Generate de Droit et de Jurisprudence, 1944. 
Pp. 346.) 

A book on the history of economic thought may have three 
distinct aims. The first and foremost is to give a clear and 
comprehensive picture of the theories expounded in the past; 
the second is more ambitious : it consists in a critical comparison 
of those theories with the state of knowledge reached to-day, 
and in a judgment of their lasting value according to modem 
standards ; the third is possibly more ambitious still : it is an 
attempt to see the economics of yesterday within the framework 
of contemporary life, and to understand it as an expression and 
reflection of the period which it endeavoured to study. As the 
two latter types of approach are mutually exclusive — every 
author must decide whether the truths of economic theory are 
absolute and timeless, or relative — we can classify the works on 
the subject by allotting them to the one or to the other type. 

Prof. Nogaro’s treatise is entirely and consistently critical : 
he makes no attempt to explain why the thought of the past 
has developed along lines characteristically different from our 
own. In fact, the present book must be understood as a sequel 
to the author’s two -volume Cours d’ Economic Politique. There 
Prof. Nogaro set forth what, in his opinion, is the truth : here 
he looks for his predecessors, and he is pleased when he finds 
them. This unhistorical attitude is somewhat surprising in a 
writer who confesses to being a disciple of the historical school, 
and who is continually fighting against the deductive method 
because it forgets the reality which lies behind economic theory 
and which should govern economic thought. Surely, one of the 
fundamental theses of the historical movement was the contention 
that the development of economics is, not a progress from error 
to truth, but a change of opinion motivated by the change of the 
underlying factual conditions. 
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The point of view from which Prof. Nogaro surveys the past 
is best seen in his final judgment of Menger and Walras. Monger’s 
principal merit, he says, is his insistence on the fact that the 
prices of the factors of production depend upon, and vary with, 
the prices of the finished goods, that they are not more than 
“ transitory/’ But, he adds in a very characteristic footnote, 
this connection between the market of the factors of production 
and that of finished goods, was already known to Jean Baptiste 
Say and clearly indicated by him. Walras may be said to have 
first correctly formulated the law of offer and demand. Yet, 
Nogaro explains, if this is true, Cherbuliez’s prior claims to 
our admiration should not be forgotten. Thus he tends to deny 
or to diminish the originality of Menger and Walras, and he 
characterises their theories by the same phrase : he calls them 
“ pedantic retrogressions ” because of their irrealistic and purely 
deductive nature and method (pp. 234 and 265). 

This seems a very stem judgment ; many will think it icono- 
clastic and even herostratic. It must, however, be pointed out 
that Prof. Nogaro 5 s criticism of the Vienna and Lausanne systems 
is able and telling. Unlike former disciples of the historical 
school, he meets his opponents on their own ground and en- 
deavours to beat them by their own weapons. He exposes the 
weak links in their logic, and what he says shows a splendid 
mastery of the subject, and admirable critical acumen. 

A point which cannot fail to challenge the reader’s opposition, 
is the curious limitation of the field which Prof. Nogaro has 
imposed upon himself. Gossen is only mentioned in a footnote 
(incidentally, he called himself Hermann, not Heinrich, and it 
may please a Frenchman to hear that, at least as a young man, 
he preferred the French form Armand); Jevons, apart from 
incidental references, is allotted no more than three lines. Marx 
is excluded altogether, because, as a note tells us, the book is 
not concerned with “ doctrinaire tendencies/’ But this is a poor 
argument. Whatever one may think of his final conclusions, 
Marx’s theoretical work was inspired by a pure desire of know- 
ledge, and it is impossible to label him “ unscientific ” and put 
him out of doors. Still, even this may pass. But it is impossible 
to condone the exclusion of Malthus and of Thuenen. The 
omission of Malthus is explained as a result of the desire to 
concentrate on the fundamental texts ; but if Malthus’s book is 
not fitadamental, it is difficult to see which is. In fact, Nogaro’s 
exposition of the wage theories of Ricardo and Mill suffers 
seriously because the tendency, analysed by Malthus, of the 



128 


THE ECONOMIC JOURNAL 


[MARCH 


supply of hands continually to outstrip the demand for labour, 
is not discussed. Malthus’s Principle of Population is simply 
part and parcel of Ricardo’s thought, and of the system of Mill, 
and to disregard it is a sin which can hardly be forgiven. Thuenen 
shares one single sentence with Rau and Hermann. His import- 
ance could perhaps be doubted, but hardly by Prof. Nogaro, 
who gives much space to the discussion of ideas, admittedly 
due to the genius of Thuenen, when he speaks of John Bates 
Clark and Alfred Marshall. The work would gain a great deal, 
if at least these two gaps could be closed in later editions. 

The book is, on the whole, very good reading. The essential 
points are always securely grasped and clearly set forth, and 
there is much conscientious documentation, for which even the 
advanced student must be grateful. I trust, however, that the 
author will not be angry with me if I express the confident hope 
that the word “ ^quilibrieme,” which he has coined to describe 
the school of Lausanne, will not become general usage. I suppose 
it is too late to protest against the word “ marginalisme ” ; but 
if we have to retain it, it is certainly the limit of the endurable. 

W. Stark 

University of Edinburgh. 


Housing and the State. By Marian Bowley. (London : Allen 
and Unwin, 1945. Pp. viii -f 283. 15 s.) 

Building and Planning. By G. D. H. Cole. (London: Cassell, 
1945. Pp. 287. 10s. 6d.) 

Dr. Bowley divides inter-war house-building experience into 
three parts : 1919-23, associated with the name of Dr. Addison; 
1923-33/4, when three successive Ministers of Health were in 
control, Mr. Neville Chamberlain, Mr. Wheatley and Mr. Green- 
wood; and 1934-39, following Mr. Greenwood’s introduction of a 
new type of slum-clearance subsidy, related not to houses, but to 
the number of persons displaced and rehoused. 

Justification for this changed line of attack is found in a 
table summarising certain facts as to houses built in England 
and Wales between January 1, 1919 and September 30, 1934. 
Out of a total of nearly 2$ millions, less than one-third were built 
by local authorities; and even out of approximately If millio n 
built by private enterprise, only about one-quarter were sub- 
sidised. An analysis by counties shows further that, in the 
period 1921-31, not only were the rates of supply of new houses 
by private enterprise much higher on the whole than local 
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authority rates, but they were usually highest where the need 
for houses was great, which was not true of local authority 
rates. Dr. Bowley brings out, too, the important fact that it 
was the development of the building society system which made 
possible the large volume of building by private enterprise, 
replacing as it did the local market for mortgages by a national 
market dependent on indirect investment. 

It must not be inferred that only private enterprise is capable 
of solving the housing problem ; nor can it be assumed that the 
houses thus built were in general such as the poor could aflord. 
There is, indeed, ample scope for fresh experiment in public 
building. But among the lessons to be learnt from past experi- 
ence is the need for a clearly defined policy consistently pursued. 
Too frequent and sudden changes are the price paid for party 
government. Another and possibly greater weakness in the past 
has been the granting of State subsidies without ensuring any 
control over the use — and price — of building materials and labour. 
To attempt to solve the problem of control by sharing it between 
three Ministries, those responsible for Works and Buildings and 
Town and County Planning, in addition to the Ministry of 
Health, is only to create worse confusion. Few things are more 
essential than to get a co-ordinated plan, approved by all three 
Ministries and by other closely concerned Government depart- 
ments such as the Board of Trade and the Ministry of Labour. 

Mr. Cole’s book, as the title indicates, covers a wider field. 
He discusses not only houses, but factories, schools, community 
centres and all other types of building; and he relates the 
problem to the present and future distribution of industry and 
population and to the development of transport and other public 
services. The location of industry is fundamental because a 
man’s work in large measure fashions his life. Hence the Govern- 
ment’s first step, according to Mr. Cole, should be to prepare a 
nation-wide economic plan for the best use of the country’s 
natural and acquired resources. This would fix the framework 
within which regional physical planners would go on to consider 
designs for the best use of their land in terms of amenities and 
efficiency of service. It would then be left to the local authorities 
within each region to control the actual building and development 
in their own areas in conformity to these regional designs. Con- 
fusion is inevitable failing co-ordination between the Government 
departments responsible for different aspects of planning and 
building. Such failure Mr. Cole deplores as much as Dr. Bowley. 
He cites no fewer than fourteen major considerations of policy 
No. 221. — von. nvi. K 
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which call for decision before it can become possible to predict 
with any pretence to accuracy the peace-time expansion needed 
in the building industry. 

The structure of Great Britain, it is pointed out, badly wanted 
re-planning and re-building even before the outbreak of war, if 
it was to satisfy modem standards of amenity and keep step 
with technical progress. The need is much greater now. Re- 
planning on an adequate scale would guarantee employment to 
the building industry for several years, and it has long been 
recognised that this industry occupies a strategic position in any 
attempt to solve the problem of full employment. 

Mr. Cole has himself drawn up a tentative twelve years’ 
building programme, for which he estimates a labour force rising 
to 1 £ millions in the fifth year would be necessary. Would such 
a force be available ? The answer depends on priorities to be 
decided by the Government and upon the wages and conditions 
to which building operatives could look forward. If old methods 
of building are retained, more than half the total of men needed 
will be skilled craftsmen who cannot be trained quickly. How 
far will it be possible to use less skilled factory labour by resort- 
ing to pre-fabrication ? Mr. Cole admits this possibility in large 
buildings of constructional engineering type, but doubts its wide 
extension in house-building apart from standard components and 
fittings. With the admitted qualification his adoption of the 
traditional assumption that one-man-year’s labour is still required 
to build a house seems too conservative. There is also a sur- 
prising discrepancy between his estimates of housing needs and 
those of Dr. Bowley under certain specific heads, such as de- 
crowding and slum clearance (see Bowley, p. 228, and Cole, 
p. 147, making allowance for his figures being on an annual rate 
basis). 

Dr. Bowley has given us a most valuable study of the causes 
of past failure or success in our subsidised housing experiments. 
Mr. Cole ventures to look more into the future, marshalling his 
facts and arguments with his accustomed clarity and skill. The 
two books are most timely, and it is to be hoped that they will 
be read and pondered by all Ministers and local administrators 
responsible for housing and planning. 

D. Cabadog Jones 

Buckden. 
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National Health Insurance. By Herman Levy. (Cambridge 
University Press, for the National Institute of Economic and 
Social Research, 1944. „ Pp. 366. 18 s.) 

With Industrial Assurance and Workmen's Compensation , 
which Dr. Levy wrote in collaboration with Sir Arnold Wilson, 
this work forms a trilogy. It discusses in the same thorough 
and competent way the scope, benefits and administration of the 
British provision against sickness, initiated in 1911. The dis- 
cussion is by no means purely descriptive, but is throughout 
closely related to the political and economic setting and to 
contemporary controversial literature on a model that Dr. Levy 
has made specially his own. 

The history of the passing of the 1911 Act, told in the first 
chapter, is particularly timely in view of the present problems of 
legislating for a National Health Service. Dr. Levy is healthily 
sceptical of the ethic and logic that underlay that Act, and puts 
more stress on the power of the vested interest and the economic 
motive than does Sir John Clapham (quoted on page 14) or the 
Royal Commission of 1924 (quoted on pages 106-9). He thinks 
that the burden of evidence submitted to the Commission supports 
the view that panel patients do not get the same attention as 
private patients. Nor does he accept Friendly Societies (p. 82), 
or even Trade Unions, as always above the reproach of dogs in 
the manger. Dr. Levy is also critical of Britain’s “ background ” 
research into the organisation of medicine. He appreciates the 
research work of the Medical Research Council and the Industrial 
Health Research Board into industrial fatigue and sickness, but 
complains (p. 103) that such bodies or similar official and semi- 
official organisations “ are not expected to evolve anything like an 
economic or administrative system out of their medical enquiries.” 

Social science should, we agree, tackle problems such as the 
buying of medical practices, and the economics of doctoring 
generally ; local deviations in access to hospital beds ; queueing 
for out-patient treatment; and the financing of Sanatorium 
treatment of tubercular patients. Unless the stigma is still 
well-deserved, social psychologists might even be put to tvork to 
remove the public hospital’s “ poor-law stigma ” from the 
proletarian sub-conscious. Let us hope the founding of Chairs 
of social medicine in Oxford, Birmingham and other Universities 
will remedy matters; but meanwhile Dr. Levy’s very specific 
and well-documented points of criticism must be welcomed as 
constructive. He has worthily taken up the cudgels of the late 
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Joseph L. Cohen, “ the only English economist who has made a 
special study of social insurance ” (p. 22). 

Of greatest topical interest is perhaps the Postcript, written 
after the publication of the Beveridge Report. Dr. Levy agrees 
with Sir William on the total inadequacy of the present National 
Health Insurance services. But he questions the need of some 
of the Beveridge proposals for making the scheme more adequate 
— particularly administrative unification with unemployment 
insurance; the flat rate of contribution and benefit regardless 
of income ; and the divorce of the cash benefit from the medical 
services. In his reaction against the admitted inefficiency of the 
present methods of organisation Dr. Levy feels that Beveridge 
has under-estimated the value of interlocking, within the Health 
Insurance scheme, the palliative cash payment with the mainly 
preventive medical service. Early in the book (page 60) he 
writes, “ the more effective the scheme is medically, in physical 
terms, the less costly it will be financially in terms of cash,” and 
in his last page (355) he wonders whether it is wise to disconnect 
the power of the financial motive from rehabilitation and the 
positive prevention of ill-health. 

Altogether, Dr. Levy’s study is a most informative and 
thoughtful work. It is easy to follow in its logical development 
and easy, too, to use as a work of reference. 

P. Sargant Florence 

The University, 

Birmingham. 

Industrial Record, 1919-39. A Review of the Inter-War Years. 
(Boumville : Cadbury Bros., Ltd. London : Isaac Pitman, 
1945. Pp. 87. 8s. 6 d.) 

The firm of Cadbury has long been famous for its welfare 
work and social servioes inside and outside the Bournville factory. 
The firm is now also becoming famous as a pioneer in methods 
of industrial economy, and this short anonymous book describes 
recent changes in their practice. 

It is remarkable how many of the general principles argued 
by textbooks of realistic economics are illustrated in this Indus- 
trial Record. The law of increasing returns and the disadvantages 
of integration (pp. 22-27) ; the function of the wholesaler (p. 55) 
and the high costs of small-scale retailing (p. 49) ; the ultimately 
beneficial effect of mechanisation on employment and the possible 
reconciliation of producers’ and consumers’ interests, are all 
instances in point. 
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Not all the principles illustrated were acted upon. The firm 
could not dose redundant small shops, or do much to reduce die 
overwhelming costs of distribution by competitive retailers. But 
the firm did “ disintegrate,” standardise and mechanise its own 
production. Vertical disintegration disposed of a saw-milling 
department for making packing-cases, and diagonal (or service) 
disintegration cut down the proportion of printing, building and 
power provided by the firm itself. Transport services, too, were 
disintegrated. Local hauliers now bring milk from the farms 
to the condensing plants, a canal-carrying company owns the 
barges bringing the condensed milk to Bournville, and the rail- 
ways (under a system of sixteen regional depots) haul the product 
in bulk most of the way to the consumer. This railhead system 
is said (p. 59) to have cut down transport costs nearly 50%, 
mainly by reduction of freight, packing and stock-room expenses. 

Standardisation was forced by the war. Concentrating on 
block chocolate and producing twenty-nine “ packings ” as against 
237, the firm, with an output tonnage down only by 12% 
between 1939 and 1942, saved 40% in labour, 20% in factory 
space and 60% in paper. As a result, though the cost of 
ingredients rose by 80% and wages and other expenses were up, 
the average retail price to consumers rose by only 17%. 

Mechanisation proceeded steadily between 1924 and 1938. 
But though output per employee doubled (p. 29), price was 
reduced and sales increased sufficiently to employ almost the 
same number of factory workers. Principles of industrial loca- 
tion, too, were applied in the siting of milk-condensing plants 
and overseas factories (pp. 25, 26 and 78). 

Suoh practical illustrations of economic theory do not exhaust 
the interest of this book. There are admirable charts showing 
(p. 77) the relation of exports to overseas production and (p. 80) 
the results of multiple taxation; sketching (pp. 11 and 13) the 
work of the planning department in maintaining an even flow 
of work day by day and season by season ; and illustrating (p. 66) 
sources of recruitment and advancement to various levels, includ- 
ing positions of higher control. The discussion of methods of 
forming decisions on higher policy is, indeed, all too brief. We 
are told that oertain Blue Notes (p. 14) “ are the pre-requisite 
authority for the introduction of new lines, laying down the 
standard processes, recipes and prices and for variations in exist- 
ing lines and normal procedure,” and that though the oost office 
acts as the channel for these “ instructions ” (so as not to lose 
sight of the oost aspect) they must be signed by a Director. 
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We are also told (p. 14) of the importance of preserving “ the 
roots of personal endeavour and individual responsibility ” and 
the need for “decentralisation and localisation of authority/’ 
These are administrative rather than economic principles, but it 
would certainly help economists in identifying the entrepreneur 
to see such principles illustrated and charted as they work out 
in a successful industrial organisation. 

By all means let us have more publications like Industrial 
Record . England’s future prosperity depends as it has never 
before on its productive and distributive efficiency. Firms in 
every industry have much to learn from the economic and 
administrative practice of Cadbury Brothers. 

P. Sargant Florence 

University of Birmingham . 


A History of the Business Man . By Miriam Beard. (New 
York : Macmillan Company, 1945. Pp. 788. $5.) 

This is an ambitious attempt to write the history of the 
successful business man or entrepreneur from the early days of 
the Homeric Age to the eve of the Atomic Age. 

After a stimulating introductory chapter where she formulates 
her thesis or theme, the author proceeds to develop her survey 
in five somewhat disproportionate parts : the Heritage of 
Antiquity, the Patrician City Ruler, the Monopolist, the 
Individualist and the Big Business Man. The scope of her 
inquiries is indicated by the titles of her first and last chapters. 
She opens with Swordsmen and Salesmen in the Homeric 
Age and closes with two brief chapters on Great War , Growing 
Masses , Big Business and the Closed Frontiers and (American) 
Business in Search of Credo and Character . 

The author states that the book “ is an attempt in a new 
direction — a biography of a type, instead of an individual ... a 
picture of the business man, the organiser of economic enterprise, 
whether in trade, finance or manufacture/’ 

She further states, “ Not written around a rigid thesis, this 
book is intended to present an assemblage of facts about the 
development of the business man and his influence on the rest 
of society. It brings to popular attention a large amount of 
fresh material unearthed by Continental scholarship, which helps 
to explain his role in affairs and provides him with the historic 
setting he has hitherto lacked.” 

The author has a very racy style; her alliterative captions 
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of chapter and paragraphs are arresting, and reflect her training 
at one of the American post-graduate Schools of Journalism. 
She has compressed into her twenty-eight chapters a considerable 
amount of information, reminiscent of H. G. Wells’ Short History 
of the World . The book abounds in smart epigrams, bon-mots 
and striking portrayals. The author has a flair for vivid writing. 
She weaves quite a romance about the business man in history. 
For my own part, I was quite enthralled by the first seventeen 
chapters, but as I read her eighteenth and nineteenth chapters 
on Stirrings and Steam in Europe and Business Ferment 
on British Frontiers, I felt her romantic pen ran away with 
her, so much, as to depart from strict historical or biographical 
fact. 

One or two quotations from Chapter XIX, which deals with 
some of the familiar British business men of the eighteenth 
century, responsible for what Miriam Beard calls the “ business 
ferment on British frontiers ” — Wedgwood, Boulton, Arkwright 
and Watt, will illustrate this criticism. 

Of Josiah Wedgwood she writes (p. 489) : “ As the first 
manufacturer to provide England with a first-class article of 
wide exportability — in addition to woollen cloth — Wedgwood 
became famous and admired.” This sentence is a generalisation 
with which few could quarrel — not even some of his contemporary 
rivals in the pottery industry. 

But the next sentence shows that the author has tripped up 
badly. “ After his first half-million pounds, he got a knighthood .” 

One is tempted to ask, When was Josiah Wedgwood knighted, 
and by whom ? But there is no need to ask the author to answer 
these questions, for such a statement is pure fiction. Wedgwood 
was never knighted, except in Miriam Beard’s mind. 

This fiction she repeats (pp. 491-2) in her paragraph on 
Richard Arkwright : 

“ Finally, like Wedgwood, he too received the seal of social 
success by being made a knight by George III.” 

Although in the appended Bibliography she lists 200 books 
which she has consulted, I do not detect one authoritative book 
or biography of Wedgwood, like Meteyard, Professor Church, 
Jewitt or Lord Wedgwood, from a perusal of which she could 
have checked this point. From internal evidence in her own 
book, she unwittingly indicates why Josiah Wedgwood ^ never 
was a person ever likely to be knighted, least of all by a monarch 
like George III. She writes of Wedgwood 1 : <f In many ways 

1 Ibid., pp, 489-90. 
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Wedgwood illustrates the best quality in Staffordshire — its lively 
curiosity. His activity was constant in many fields. He . . . 
read Rousseau, staunchly defended American independence ” (italics 
mine). 

Wedgwood’s sympathy for the French Revolution, and later 
with the American Revolution, as is stressed by his biographers, 
and even by Miriam Beard, is reason enough why he was never 
knighted by such a reactionary monarch as George III. 

One of Wedgwood’s political traducers in the Morning 
Chronicle of 1787, in an anonymous letter signed “ Friar Bacon’s 
Ghost,” went even farther than the present author. He wrote 
with bitter sarcasm, “ Mr. Wedgwood will be, in all probability, 
dignified for his present services, with the title of Sir Josiah, and 
should he continue to let his clay be moulded by Administration, 
a Peerage will be most likely to grace his brow.” (Italics his.) 
The “ probability ” has become an “ actuality ” in Miriam 
Beard’s chapter. . 

If the author in future editions checks some of her alleged 
facts, her book will be a stimulating spotlight on the business 
man in history. For the moment her inaccuracies, where one 
can check her, as in the examples that I have taken, make 
one suspect her where one is in no position to verify her state- 
ments. 

John Thomas 

Manchester. 


Alfred Williams : His Life and Work. By Leonard Clark. 

(Oxford : Basil Blackwell, 1946. Pp. xi + 206. 17a. 6 d.) 

Alfred Williams’ writings describe the lives of the villagers 
in the village where he was bom and in the Vale of White Horse 
and the upper Thames ; his own life was lived in one of these 
villages, and the description of his life by Mr. Leonard Clark shows 
him to have been a villager fully conversant with the way of life 
of the rural worker. 

By the chances of birth, Alfred Williams was fated to be a 
farm worker, but, like so many others of his contemporaries, he 
broke away— not too far— at the age of fifteen (in 1892) to take 
work in the G.W.R. works at Swindon, where he continued to 
work until he joined the army in World War I. AH this time he 
lived at Marston, and walked or bicycled to and from the works, 
and in the evenings, often I fear far into the night, he slaved at 
educating himself to be a literary man. Facilities for educa tional 
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guidance after leaving the village school were non-existent in those 
days, and Williams, like others who undertook the same task, was 
very much the sport of ehanoe. 

It is almost inevitable that a self-educated writer should at 
first attempt to make himself a poet, and was more so in the late 
Victorian age. Williams’ first published work was poetry, but 
although three volumes followed one another, he did not achieve 
the stupefying sucoess that overtook his literary ancestors Clare 
and Bloomfield : nor was he, like Clare, driven into a madhouse 
through a life of want and trouble, although he suffered greatly 
in health because of the savage endurance he exercised to enable 
him to follow his chosen path. His exertions, coupled with his 
poverty, were undoubtedly responsible for the shortening of his 
life and his early death at fifty -three. 

May I say that from an economic historian’s outlook- it is 
mildly a pity that Williams’ biographer, himself a poet, is more 
interested in his subject’s poetical productions than in his prose 
works, the first of which appeared in 1912, and was A Wiltshire 
Village. Williams, like so many modems who have less justice 
and who do not lead it, believed that the rustic is the ideal life, 
and tried to describe it as it was being lived and had been lived in 
living memory in the village where he was bom. He did, indeed, 
anthropological work in his birthplace instead of amongst the 
savages inhabiting a little-known territory in the remote hinter- 
land of civilisation. The book is, as Clark says, a straightforward 
and ungamished account of the daily life of South Marston, and 
later studies of the same kind are contained in Villages of the 
White Horse and Round about the Upper Thames, while yet another 
similar volume lies buried in the obscure sheets of the North 
Berks. Herald, where it was published in serial form. 

These books contain a deal of information of value to the social 
and economio historian. They give all sorts of details — diet, 
clothing, house room, furniture of the village people. Farm 
workers, keepers, poachers, odd-job men and women, the saddler, 
the blacksmith and the other tradesmen of the older days are all 
depicted. In Williams’ own words, the characters that figure in 
his pages are not imaginary, but are, or were, real persons, and 
they are comparable to George Bourne’s BeUesworth books as well 
as to the work of Richard Jefferies, whom Williams followed in 
time. 

Life in a Railway Factory, which I had not heard 'of until I 
read the book under notice, contains similar material about urban 
workers in Swindon; and all these studies art gathered into a 
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sheaf by the publication of Leonard Clark’s “ life.” Williams had 
a hard, desperately hard, life, or so it seems to me, but he was 
justified if only because he has recorded the everyday activities 
of working people in the oountryside of the later Victorian age, a 
kind of living that is more remote from us than it was from that of 
many generations of those people’s ancestors. 

G. E. Fusskll 

London. 



NOTES AND MEMORANDA 

Livelihood and Full Employment 

1. In an article on " Full Employment and Security of Liveli- 
hood ” 1 Mr. Harrod proposes a system by which there would be 
a living wage and a market rate for each occupation, the latter 
being paid by the employer and fixed so as to secure full em- 
ployment, but whenever it was below the living wage the workers 
would receive also a subsidy from a national fund to make up the 
amount of their living wage. The article is of value in redirecting 
attention to the relation between wages, costs and employment, 
which, as Mr. Harrod indicates, has not been sufficiently con- 
sidered in recent years. Theoretically his scheme would ensure 
full employment, being based in part on the classical conclusion 
that if wages are sufficiently flexible there will be employment for 
all. In the present note difficulties are examined which would 
prevent a practical application of the plan. 

2. Mr. Harrod claims that the initial fixing of the living wages 
should not be difficult. He recognises that utopian standards 
must be avoided, and proposes that, for the various skills and 
grades, the existing schedules of minimum rates in all their 
complexity fixed by collective agreements and Wage Councils 
should be recognised by law as defining the living wage. 8 How- 
ever suitable these schedules in the different industries may be 
for the operation of Mr. Harrod’s scheme, the rates vary so greatly 
between grades, industries and localities that they would not con- 
form with the generally accepted idea of a living wage. Leaving 
aside this question of definition, how would these rates be adjusted 
in the future ? Evidently the intention is that they should con- 
tinue to be fixed mainly by collective bargaining and Wage 
Councils. 5 But these wage negotiations would become artificial 
once the subsidy scheme was in operation. 

In the past the trade unions have known that if they pushed 
their demands for wage increases too far, unemployment would 
result. Under Mr. Harrod’s system, however, there would be no 

1 Economic Jottknax, December, 1943. 

* Fair Wages Tribunals would be set up to deal with cases where the wages 
were unduly low by comparison with similar occupations at the time of the 
initial fixing. 

* Subject to review by Fair Wages Tribunals, and, once a decade by an inde- 
pendent high authority. Annual increases would be made to keep the living 
wages in line with industrial progress. 
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such criterion* Employers’ organisations would have little 
inducement to resist trade union demands, as, if “ living ” wages 
were fixed beyond the profitable level, the employers would then 
pay the lower market rate (fixed by the Minister of Labour), 
and the workers would receive the difference from the national 
fund. 1 Even if the absence of a firm criterion resulted in “ living ” 
wage scales only 10% or 15% too high, this would be quite enough 
to make the scheme unworkable by rapidly draining the fund. 
Mr. Harrod’s proposal for a review of the rates once every decade 
by an impartial high authority would not be an effective safe* 
guard, and if the impartial authority acted more frequently and 
altered substantially the rates fixed by collective bargaining and 
Wage Councils, it would become responsible for wage regulation. 
This would involve a drastic change in, or abandonment of, the 
present system of wage settlement, and would be unacceptable 
to trade unions and employers’ organisations. Also, although one 
of the main reasons for Mr. Harrod’s plan is his dislike of Govern- 
ment control and interference with freedom of workpeople to 
choose their occupations, his scheme would result in replacing 
the present system of voluntary negotiation by comprehensive 
Governmental wage control. 

3. Somewhat similar problems arise from the proposal that the 
Ministry of Labour should fix market rates of wages, which would 
be those actually paid by employers and would be at such levels 
for each industry and occupation as to ensure virtually full 
employment. But it is doubtful whether the Ministry of Labour 
could, in a democratic country, be equipped for this responsibility, 
or whether employers’ organisations and trade unions would 
relinquish to the Ministry the important task of fixing market 
rates. Employers in each industry would have an interest in 
pressing for lower wages, and the trade unions would have much 
less incentive than at present to resist reductions, as their “ living ” 
wages would be made up from the fund. There would also be 
danger that adjustments of the market rates would not be rapid 
enough in periods of changes in prosperity. 2 

4. It would appear to be Mr. Harrod’s intention that the same 
market rates would be applied uniformly to all undertakings , 
whether prosperous or not, throughout an industry. Where 
variation m efficiency and prosperity between undertakings is 

1 For this reason it is likely that “ living ” wages would almost always be 
higher than market rates. 

* Market rates would usually be fixed at an appropriate percentage of the 
“ living ” wage schedule, but much sifting of economic data and securing approval 
of interested parties would be necessary. 
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considerable, a moderate reduction of market rates might have 
little effect upon unemployment, as the prosperous firms might 
not be able to take on many more workpeople, owing to limita- 
tions of factory space and machinery, while the less efficient 
firms might need heavier reductions to induce them to increase 
the number of their workpeople substantially, but big reductions 
in market rates would involve a heavy drain on the fund. 
Elasticity of demand for the products of an industry would be an 
important factor in determining the magnitude of market rate 
changes. 

6. The national fund from which subsidies would be paid would 
be created by a “ proportional levy on the net receipts of em- 
ployers.” Payments to the fund would be greatest by prosperous 
industries and undertakings, and large sums would be transferred 
from them to sustain wages in the less prosperous industries. 
Thus the scheme would penalise efficiency and discourage 
initiative. 

6. Mr. Harrod, recognising that employers might be discouraged 
by the levy, proposes that a ceiling should be fixed for the levy, 
any deficiency in the fund resulting from this ceiling being borne 
by the general taxpayer. His proposal is that “ the total amount 
of the levy should not be so great as to leave the total profits 
of employers less than they were in an agreed representative 
period, e.g., the years 1933-8,” but he admits that this might 
involve accountancy complications. This is certainly true, and 
it would also be difficult to estimate the amount of the burden 
which would fall on the taxpayer. The scheme would not work 
if a wide gap developed between “ living ” wages and market rates, 
and yet, except in periods of boom, the gap would be considerable 
in many industries. 

7. While admitting that workpeople would be less repelled 
by declining industries than at present, Mr. Harrod considers 
that his scheme would result in much greater mobility of labour. 
He argues that market rates in prosperous industries would rise 
higher than under collective bargaining, and these higher rates 
would be the principal means of securing increased mobility 
and olearing the labour market. Already, however, in -pros- 
perous industries the rates fixed by collective bargaining are con- 
siderably higher than in depressed industries, and work, if avail- 
able, represents a powerful attraction to people paid at lower 
rates and experiencing unemployment in depressed trades. On 
balance it would seem likely that the reduction in mobility re- 
sulting from virtually guaranteeing employment and a “ living ” 
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wage in their present occupations and localities would be much 
greater than any increase due to high market rates in other 
occupations and localities. 

8. Mobility resulting from high market rates in prosperous 
industries would be supplemented in Mr. Harrod’s scheme by 
restriction or prohibition of new entrants into depressed trades 
wherever market rates in these trades were 10% below the 
“ living ” wage. This would be only a slow process for reducing 
the working force in such trades. Also restriction or prohibition 
of new entrants would be appropriate only for industries ex- 
periencing a long-term decline, but not for those affected by 
cyclical depressions. It may further be noted that in a severe 
cyclical depression market rates might have to be reduced in some 
industries by much more than 10% below the “ living ” wage in 
order to clear the labour market. 

9. As already indicated, increased mobility under the scheme 
is unlikely, but, if achieved, would conflict with Mr. Harrod’s 
proposal that economic plans should be framed “ on the assump- 
tion that it is advisable for the normal worker to remain through 
life in the same place and trade. . . .” Such a policy is, however, 
unacceptable in these days of rapid economic and technological 
change, and if generally applied would result in greatly increased 
unemployment. It would be beneficial for many elderly work- 
people, but all others should be encouraged to be mobile. Em- 
ployment would be facilitated if a considerable number of work- 
people could acquire reasonable skill in at least two trades, instead 
of concentrating on only one, and this would give them greater 
confidence and sense of security. Also, semi-skilled workpeople, 
whose job oan*be learned in a few weeks, and unskilled workpeople, 
numbering many millions in this country, are readily mobile 
between industries in their own locality. Mr. Harrod describes 
change of trade and locality as a painful process, except for the 
adventurous few, and considers that mobility should be mainly 
by juveniles. It can be agreed that the process of being squeezed 
out of a depressed industry is painful, but it is the squeezing and 
not the movement which is painful. The change to an expanding 
industry perhaps in a new locality, with higher wages and less 
risk of unemployment, is surely a stimulus and satisfaction. 

10. As already indicated, the scheme would have important 
reactions on industrial relations. The powers of the Ministry of 
Labour over wage regulation would be greatly increased, while 
the functions of trade unions and employers’ organisations would 
be substantially changed and their responsibilities diminished. 
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Their opposition would, therefore, be likely to make the adoption 
of the scheme impracticable. Mr. Harrod considers that the right 
to strike for wage increases or for reduction of hours which would 
increase labour costs, should be renounced in return for the 
benefits of full employment and the “ living ” wage, though he 
would not make such strikes illegal. Participants in strikes for 
these purposes should, he suggests, forfeit for a term of years their 
rights to the subsidy and to full pay when out of work. This 
would be very difficult to apply in practice. It can be agreed 
that the strike is a primitive weapon, but it would be preferable 
that it should be abandoned not in the way proposed by Mr. 
Harrod, but because of a growing recognition that the losses 
outweigh the gains and that, used as a last resort, arbitration 
is nowadays able to secure impartial settlement of disputes. 

11. It is very doubtful whether people can retain freedom to 
choose their own occupations and also be safeguarded from the 
risks inherent in tins freedom of choice. The main dangers from 
Mr. Harrod’s scheme would be the handicapping of expanding and 
progressive firms and industries for the benefit of declining and 
inefficient ones, and the mal-distribution of labour because 
workpeople in declining industries would have little inducement 
to move. Although intended to retain freedom of choice, it is 
likely that the scheme would require much Government direction 
of labour movement, especially from industries with a consider- 
able surplus of labour. 

J. Henry Richardson 

The University, 

Leeds. 


OBITUARY 

Sir Hubert Llewellyn Smith (1864-1945) 

Sir Hubert Llewellyn Smith, who died in September last, 
in his eighty-second year, was an outstanding public servant, in 
peace and in war. Entering the Board of Trade as Commissioner 
for Labour in 1893, he was its Permanent Secretary from 1907 
to 1919 and Chief Economic Adviser to H.M. Government from 
1919 to his retirement from the Civil Service, though not from 
work, in 1928. As a supremely constructive person, he was 
fortunate in reaching the most influential position in his career 
in 1907, just when a Government had oome to power that wished 
to get new things done. The country was fortunate in having 
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him there when the first of our total wars required so many 
new things to be done whioh fell in or near the sphere of his 
department. 

I met him for the first, time, I think, in 1905, when he came, 
at Canon Barnett’s invitation, to Toynbee Hall to talk for a long 
evening to two or three of us who were beginning to study and try 
to deal with the problem of unemployment, and particularly with 
casual employment in the docks. He was at that time, as for the 
most of the rest of his official life, one of the busiest of civil 
servants. When he had gone, t remember Canon Barnett com- 
menting on the generosity with which Llewellyn Smith had given 
his time and had unrolled his mind just for the benefit of two or 
three. Llewellyn Smith, who had himself been a resident at 
Toynbee Hall, had been through all the excitement of the great 
dock strike in 1889, one of the sources of the new Unionism, and 
with Vaughan Nash was the author of a fascinating but unfor- 
tunately rare history of that great upheaval. 

I saw Llewellyn Smith next when he had become Permanent 
Secretary of the Board of Trade under Mr. Winston Churchill as 
President, and had been commissioned to devise for the Govern- 
ment what they should do for unemployment. The fruits of this 
commission were the Labour Exchanges and unemployment 
insurance. What Llewellyn Smith did there was the most strik- 
ing refutation of the nonsense that is talked so often about the 
lack of initiative of civil servants and the attribution of new ideas 
always to the Minister. Llewellyn Smith, from a study of various 
attempts at unemployment insurance in different countries, 
reasoned himself to the conclusions that voluntary insurance in 
this field was futile, that compulsory insurance covering the 
whole of the population, in absence of adequate machinery and 
knowledge of the varying risks, was impracticable, and that com- 
pulsion to be effective must be applied through the employers; 
from this he came logically to the compulsory scheme limited to 
particular industries which ultimately saw the light as Part IZ of 
the National Insurance Act of 1911. 

It so happened that in 1910 he was President of the Economic 
Section of the British Association for the Advancement of Science, 
and took the opportunity of delivering at Sheffield an address on 
“ Economic Security and Unemployment Insurance ” setting out 
this chain of reasoning, which led to unemployment insurance as 
it first saw the light in Britain and in the world. This address, 
printed in' the Economic Journal for December 1910, must 
certainly be one of the most important ever given in that capacity. 
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Not only in broad lines, but in many details his inventive 
genius showed itself. I remember, for instance, his saying to me 
that we could not possibly allow questions to be asked and 
answered in Parliament as to every olaim to benefit, but must some- 
how side-track decisions on these olaims to a judicial authority. 
Hence came from him the invention of Insurance Officers, Courts 
of Referees and Umpire. He was also a master in the technique 
of legislation, knowing whom to consult and conciliate, how to be 
ready for every problem that might arise. I remember his coming 
back from a week-end at Ashtead with a list of fifty objections 
from every possible angle, sensible or foolish, to the scheme as it 
was being drafted. It was made my task to find answers ready 
for the Minister in the House of Commons. 

Three years after unemployment insurance in 191 1 came the 
First World War. The Board of Trade at that time was beyond 
question one of the most important departments of Government, 
covering not only its present sphere, but the work that is now 
spread between four or five departments; railways, shipping, 
labour, food, as well as the Board of Trade. It was Llewellyn 
Smith’s initiative which, just in time for the outbreak of war, got 
through the scheme of war risk insurance which did so muoh to 
secure in the first days the continuity of sea-traffic. Later he 
devoted himself to the problem of widening the basis for the supply 
of armaments, first in the Board of Trade and later as General 
Secretary of the Ministry of Munitions under Mr. Lloyd George. 
He was at this time at the top of his powers and his amazing 
industry. There seemed to be no limit to the things he could find 
time to think of. Scarcely was the Ministry of Munitions going, 
when his mind turned over to problems of peace and reconstruc- 
tion ; he was one who always saw the next move ahead. One of 
the fruits on this occasion was an Act to extend unemployment 
insurance so as to be ready for post-war slump. This Act had 
the strange history of getting through Parliament in 1916 without 
discussion, and then being defeated by the opposition of employers 
and operatives who were certain there would be no slump. 

The Second Coalition under Mr. Lloyd George as Prime 
Minister brought about the break up of the old Board of Trade, 
which, after parting with railways, food, labour and shipping, 
still had plenty to do. With the end of the First World War, 
Llewellyn Smith left his position as Permanent Secretary to the 
shrunken Board of Trade for the newly created post of Chief 
Eoonomic Adviser, on whioh he did very responsible negotiating 
work on particular problems. 

No. 221.— -VOL. LVI. l 



146 


THE ECONOMIC JOURNAL 


[MARCH 


He retired from the Government service in 1928, not to idleness, 
but to return to his interests as an economist in the social condi- 
tion of the people. At the School of Economics we had for some 
time been feeling that the great survey of London made by 
Charles Booth ought to be made again, but we could not see who 
had the time, energy, abilities and prestige to undertake it, till 
the possibility of using Llewellyn Smith for this arose. Here in 
the seven years from 1928 to 1936 he put through another immense 
task which without him could never have been accomplished. 

As men are to be judged in part by how they appreciate 
others, I may conclude by quoting comments which he made to 
me about the two great war leaders — Mr. Lloyd George and Mr. 
Winston Churchill — with each of whom it was his fortune to be 
associated in major tasks. Of Mr. Lloyd George in the troublous 
times of 1916 I remember his saying that Lloyd George had a 
passion to win the war whioh none of the other members of the 
Cabinet seemed even to understand. Of Mr. Churchill in his 
days as President of the Board of Trade, Llewellyn Smith observed 
to me that the President had a mind about everything and it was 
a mind which commanded attention. In line with this was an- 
other comment : that one of Mr. Churchill’s great qualities was 
“ that he would listen to reason ; he didn’t like it at all but if you 
persisted it went home in the end.” Llewellyn Smith would say 
of both these great men that they had from the Civil Servant’s 
point of view the admirable quality of being good Parliamen- 
tarians ; they never fumbled their briefs. O si sic omnes. 

There are many other aspects of this many-sided man whioh 
I can only mention. One was his interest in Industrial Art, 
signalised by his being Chairman of the British Institute of In- 
dustrial Art from 1920 to 1926. This interest led to his giving at 
the School of Economics a course of lectures on the “ Economics 
of Art Production,” subsequently published in book form, which 
marked a new approach to the subject. Another life-long interest 
was in Boys’ Clubs, and was signalised by his being Chairman of 
the National Association of Boys’ dubs from 1936 to 1943. 
With all this, he found time in the years which sure normally 
years of retirement to produce a fascinating History of East 
London. 

For constructive inventiveness in making new ideas in public 
administration viable, Llewellyn Smith can never have been 
surpassed, and can have had few equals. He would, no doubt, 
have shown this quality in whatever branch of administration he 
found himself. It was a fortunate aooident that turned his gifts 
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in a direction in which they were most needed and at the same time 
enriohed them. He had planned at one time to enter the Civil 
Service by the ordinary competitive examination at the end of 
his University course, but began instead an alternative career, as 
University Extension Lecturer and in the study of social problems 
in East London. He came in to the Civil Service as a specialist, 
to start the new Labour Department of the Board of Trade, at the 
age of 29. His outstanding services to his time and generation 
are a striking illustration of the undesirability of limiting entrance 
to the public service to the ordinary competitive examination 
suited only to young men fresh from their academies. 

W. H. Beveridge 

ChaihiU, 

Northumberland. 


Achille Loria (1867-1943) 

It is with the deepest regret that I must record the loss of 
Professor Achille Loria, perhaps the oldest surviving foreign 
correspondent of the Royal Economic Society. When in 1932 
Achille Loria (bom in Mantua on March 2, 1857) reached the age 
limits of his teaching career, I undertook, on behalf of his col- 
leagues in Turin University, the task of compiling and offering 
him a “ Loria — Bibliography.” No task was ever so pleasing and, 
at the same time, embarrassing. Loria was a systematic writer, 
whose gargantuan work was, nevertheless, carried on amidst an 
apparently terrific disorder. Books stood upside down on the 
shelves in strange companionships; unbound issues of scientific 
journals were mixed up with daily newspapers; huge piles of 
volumes lay on chairs and the floor : a truly picturesque sight. 
A tall man, eternally young, unchanged at fifty, seventy and 
eighty-five years of age, he had a characteristic prophet-like face, 
reminiscent of the familiar Christ portraits. His pen and his 
words on occasions vigorously abused orthodox academics and 
capitalistic arch-evil-doers ; but his soul was candid and his heart 
was kind, filled with goodwill to friends and foes alike. 

As in many families of Jewish descent (his ancestors came to 
Mantua from Catalonia in the sixteenth century), his family ties 
were of the strongest and in his autobiography ( Ricordi di uno 
studente aettuagenario, Bologna, 1922) he wrote some beautiful 
pages of his old home at Mantua, of the lakes and marshes around 
the dead town, of his mother and wife and sons. In his home 



148 


THE ECONOMIC JOURNAL 


[MARCH 


subsedvae he took to poetxy ; and in the leading monthly Italian 
Journal (Nuova Antologio ) we may read an ode Al mio baetone 
(To my Walking Stick) on the twenty-fifth anniversary of its use. 

But Loria was first and foremost an economist. As such he 
was recognised all the world over; and from the year 1896 to 
his death he had the honour of being the Italian Correspondent 
of the Royal Economic Society. 

In Italy the zenith of his scientific and academic influence 
must be put in the decade of the 90’s. There was then no young 
student of economics who did not read eagerly Loria’s great 
work on the Analysis of the Capitalist System ( Analisi della 
propriety capitalistica, 1899). The book was the fourth in suc- 
cession to La rendita fondiaria e la sua elisions naturals (1880), 
in which he strove to analyse the various natural processes by 
which the rent of land is eliminated ; La legge di popolazione ed 
il sistema sociale (1882) and La teoria economica della costituzione 
politico (1886), both aiming to describe the economic background 
of political, social, literary, religious ideas and institutions. The 
materialist theory of history was then in great favour. Perhaps 
its most systematic and uncompromising interpreter was Loria. 
He remained always faithful to it. 

The climax of his thought was reached when, mainly through 
indefatigable reading in the British Museum (I never met a man 
who could quote from memory so many forgotten English books, 
tracts and pamphlets of the eighteenth and of the first half of 
the nineteenth centuries), he hit on the fundamental idea which 
pervaded all his subsequent scientific work : the terra libera, the 
free land influence. All his subsequent major works — La costi- 
tuzione economica odiema (1899); La sintesi economica (1909); 
I fondamenti scientifici della riforma economica (1922); La dina- 
mica economica (1935) and La sintesi economica (1934) — were 
embroideries, sometimes surprisingly keen and all-embracing, on 
the same point. Economic history is the result and economic 
theory is the explanation of the relation between population 
and free land. The first stage of economic development, when 
there is unlimited free land at the disposal of man and he is 
working with simple tools, an economic and political society 
cannot subsist without a slave system or serfdom. In a second 
stage, in which free land must be bought with capital, wages 
must be legally or artificially reduced to a level which excludes 
savings, and land prices must be enhanced to predude workers 
from the purchase of land. Workers are thereby forced to work 
in factories as wage-earners. In a third stage, When there is no 
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mote free land, and wages are therefore automatically reduced 
to a minimum, the capitalist profit system requires no forced 
intervention, as in the first stage (that of slavery and serfdom) 
and in the second stage (that of artificial pricing of free land) 
and seems to have reached a stationary stage. All this process 
looks somewhat far-fetched ; and sometimes even odd, as when 
Loria, embroidering on the evil effects of the end of free land, 
succeeded in imagining that the working man might reconquer 
freedom in the age of aircraft, when man may sail the air and, 
feeding on birds, be able again to escape the capitalist’s yoke. 

We must not, however, pass judgment on Loria’s theories 
from these extreme manifestations of them. He was gifted with 
great analytical power in interpreting the clash between economic 
and social classes, the frictions between wealth and welfare, 
between general and individual interest. After an epoch in which 
Francesco Ferrara, the leading Italian economist of the nineteenth 
century was dominant in Italy, there was bound to be a reaction. 
Ferrara was, from a political and social point of view, an optimist, 
a free-trader, a believer in the good effects of economic freedom. 
In the seventies a great struggle raged in the Italian economic 
journals between Ferrara, the individualist, and Luzzatti, a be- 
liever in social reforms, on the German, Wagnerian and Bismarck- 
ian, pattern. In the eighties this polemic seemed to fade away. 
Socialism, class struggles and strike epidemics were growing. 
Loria was the theorist. Few socialists understood or read his 
books ; but they felt that the academics were no longer exclusively 
on the other side. 

Scholars can forget all this social background and remember 
only Loria’s scientific legacy, which is by no means negligible. 
If someone were to extract from his huge volumes the brilliant 
pages which contain the analysis of the concept of “ free land,” 
we should realise that in Loria there are not a few revivals of the 
Ricardian line of reasoning. I remember Loria recalling how, 
when he was in his twenties, he worked hard writing and re- 
writing a paper, first in Adam Smith’s fashion, then in Ricardo’s 
style and afterwards in the manner in which he imagined the 
same subject would have been analysed by J. B. Say, by John 
Stuart Mill, or by Caimes. There, I think, he stopped; for, if 
he were a great admirer of Alfred Marshall, he did not like his 
exquisite, careful type of analysis, and he hated cordially the 
Austrian psychologists, and the mathematical school, excluding 
Cournot, who, as he used to say, was the only one among mathe- 
maticians who discussed truly economic problems. Walras and 
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Pareto were certainly not among his deities. He stood firm by 
the classics, rejuvenated by Marx. In the classical tradition he 
wrote a truly classical book Stud* ml valore della moneta (1890 
ancl 1901), perhaps the best book that I know on the history of 
British monetary theories of the 1750-1850 period. As happens 
so frequently with authors, this book was passed over lightly by 
Loria in his autobiography; much in the same way as Pareto 
never allowed his Coura to be reprinted, and was more fond of 
his latest work on Sociology. Posterity will probably reverse 
this parental judgment as, I think, economists have already 
reversed it. Though economists may be weary of perusing Loria’s 
mighty treaties on the capitalist system and be content with a 
few of the best analytical pages on the economics of free land 
and with some really wonderful Stelloncini — short half-page stric- 
tures on the fallacious reasonings of his fellow economists, such 
as he published in the Riforma Sociale between 1916 and 1932 — 
they will, I feel sure, not be able to forget his Studies on the 
Value of Money. I, for my part, must confess my indebtedness 
to this book whenever a doubt assails me as to the great monetary 
debates of a century ago. 

Luigi Einaudi 

Rome. 


Summary of Events in Achdle Loria' 8 Life 

Bom in Mantua, March 2, 1857; Doctor in Law, Bologna, July 8, 1877; 
studied economics at Pavia, under Professor Cossa, in Berlin, and London, 
1879-1882; Professor of Economics, Siena University, November 1, 1881; at 
Padova, 1891 ; at Turin, 1902 ; first manuscript on the Analysis of the Capitalist 
System crowned, 1883, by the Aecademia dei Lincei, of which he became Fellow, 
1901; Italian Correspondent of the Royal Economic Society, 1896; Honorary 
Fellow of the American Economic Association, 1926 ; Senator of the Kingdom 
of Italy, October 6, 1919; married, December 29, 1889, Adelina Artom; 2 sons, 
1 daughter. His death at Lusoma San Giovanni, Piedmont, November 6, 1943, 
a few months after the loss of his wife, saved him from the worst persecutions 
of the nazi-fascist regime. 


Bibliography 

I published a complete bibliography of Loria, Bibliografia di AchUle Loria , 
in La Riforma Sociale , 1932, forming a supplement of 55 pages. Under 16 
chapters are given the full and complete titles of 884 items. After 1932, Loria 
continued to write; and I have mentioned above his works entitled La sintesi 
economica and La dinamica economica , to which a dozen essays and articles 
must be added. Two manuscripts are imprinted, the first a sequel to the 
Stelloncini and the second to the autobiography, under the guise of an imaginary 
sea voyage , with judgments on men and books. 
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CURRENT TOPICS. 

From this issue the Economic Journal will again be appearing 
four times in each year. We hope as quickly as possible to revert 
to our normal pre-war dates of March 1st, June lBt, September 
1st, and December 1st. But so long as printing difficulties remain 
as they are to-day we ask for the indulgence of members if, from 
time to time, the Economic Journal arrives less punctually 
than they, the editors, or the printers, might wish. It is not 
proposed to revive during the current year publication of Economic 
History. But it is hoped to publish, as during war-time, a selec- 
tion of articles on subjects dealing with economic history from time 
to time in the ordinary issues of the Economic Journal itself. 

We record with very great regret the death of Sir Charles 
Addis. He was made a member of the Council of the Royal 
Economic Society in 1914 and remained a member until his death. 
We hope to publish an obituary notice in a forthcoming issue. 

It will be known to many of the Fellows of the Royal Economic 
Society that the Royal Statistical Society has petitioned the 
Privy Council for permission to amend its Statutes to cover the 
examination of candidates for diplomas or certificates in statistics. 
While there could be no two minds about the importance of 
improving teaching and standards in statistics, there had seemed 
to the Council of the Royal Economic Society some danger that 
such examinations, if they became obligatory qualifications for 
all who were hoping to do work in economic statistics either for 
the Government or industry, might be to the prejudice of large 
numbers of applied economists. The Council therefore asked 
the Privy Council for a thorough examination of the proposal 
before the petition should be granted. There has lately 'been a 
joint meeting between representatives of the two Councils at 
which it is hoped that a solution acceptable to both Societies has 
been found. 


The Secretary of the National Institute of Economic and 
Social Research informs us that the National Institute has awarded 
two of the Senior Research Fellowships which were offered in 
1945 as follows : 

To Mr. E. J. M. Buckatzsch, of Balliol College, Oxford, 
a full-time Senior Research Fellowship for the period of one 
year with tenure from September 1946, for the purpose of 
undertaking research into Inter-local variations in total 
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private incomes between cities and areas of England and Wales 

1929-39. 

To Mr. H. G. Schenk of Exeter College, Oxford, a part- 
time Senior Research Fellowship for the period of one year 
with tenure from October 1945 for the purpose of under- 
taking a comparative study of The social revolution and 
European romanticism. 

Two further Fellowships are now offered for award with 
tenure for the academic year 1946-47. The Fellowships are for 
the purpose of advanced research, primarily in the field of 
economics and social economics, but not excluding other social 
subjects especially those which are closely connected with economic 
problems. Candidates for the Fellowships must be recom- 
mended by professors, directors or heads of university depart- 
ments or research institutions, or heads of colleges in the United 
Kingdom. 

The Fellowships may be full-time or part-time, the normal 
stipend of a full-time Fellow being £600 per annum. The Fellow- 
ships are open to both men and women and there are no nationality 
restrictions, but candidates must be normally resident in the 
United Kingdom. Full information may be obtained from 
The Secretary, The National Institute of Economic and Social 
Research, 53 Romney Street, Westminster, S.W. 1. 

The Trustees of the Houblon-Norman Fund invite applica- 
tions for Fellowships and Grants in aid of research into the work- 
ing of financial and business institutions in Great Britain and 
elsewhere and the economic conditions affecting them. Apart 
from exceptional cases, awards will be confined to British-born 
subjects normally resident in the United Kingdom. Fellowships 
will be awarded for one year, renewable for a seoond year; and 
the amount of all awards will depend upon the circumstances of 
the candidate and the likely expenses of his work. Applications 
should be made not later than the 31st March, and forms of 
application may be obtained from the Secretary of the Fund 
(H. C. B. Mynors), c/o the Bank of England, London, E.C.2. 

Applications are invited by the University of London for 
the Leon Fellowship for Research (preferably in the fields of 
Economics or Education) for the Session 1946-47. The Fellow- 
ship is of the value of £400 a year, and is tenable in the first 
instanoe for one year. It is not essential that candidates should 
be members of a university. Selected candidates will be required 
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to attend for interview. Further particulars should be obtained 
from the Academic Registrar, University of London, Senate 
House, London, W.C.l, and applications for the Fellowship must 
be received not later than April 1, 1946. 


The following have compounded for life membership of the 
Royal Economic Society : — 


Ahem, J. M. 

Allnutt, G. A. 
Barnes, R. J. 

Batson, L. P. 

Baxter, D. D. 

Bell, H. C. 

Broster, E. J. 
Browne, J. H. 
Challiner, B. 

Chen, Hung 
Cooke, W. A. 

Corbin, F. E. 
Crowther, Miss M. E. 
Eshag, E. 

Falquier, G. A. 
Fanner, A. J. 
Gandhi, V. B. 
Gaumnitz, E. A. 
Glastonbury, O. 
Goode, R. B. 

Greer, J. L. 
Gurevich, Dr. D. 
Hansotia, P. C. 
Harrison, H. 

Hayek, Dr. F. A. 
Hewett, W. M. 

The following 
Society : — 


Hicks, 'Earl 
Hopkins, A. H. 
Hoselitz, B. F. 

Jones, A. 

Katzenellenbogen, J. 
Kauffmann, Dr. K. 
Kennewell, H. 
Lavingia. K. L. 

Lee, O. M. 
Lloyd-Alien, A. 
Lucas, W. W. 
McLean, J. McK. 
Markie, F. J. 

Marx, Prof. D. 
Moore, R. D. 
Morgner, A. 
Morrison, G. 
Mukerjea, A. 

Niven, T. M. 

Oram, A. P. 
Pattinson, R. G. 
Porter, R. L. 

Porter, R. S. 
Richmond, H. G. 
Ringrose, H. G. 
Schumacher, E. F. 
have been admitted 


Seers, D. 

Sharpe, I. H. 
Sheward, G. E. 
Sidhwa, B. S. 
Simmonds, H. B. 
Simpson, G. L. 
Spann, R. N. 
Spencer, 0. A. 
Sreshta-Saldanda, A. 
M. A. 

Stek, Dr. H. C. 
Stephenson, J. R. 
Stevens, C. C. 
Stewart, J. C. 
Stewart, Miss R. G. 
Stickler, J. C. 
Vaughu, J. A. 
Vickrey, W. 

Viton, Dr. A. 
Williams, W. I. 
Woolley, W. E. 
Wright, E. K. 

Wu, Yuan-Li 
Wykes, F. V. 


membership of the 


Abraham, B. D. 
Adamson, H. 

Allex, V. 

Allison, E. 

Allpress, J. 
Aspinall, R. T. 
Augenthaler, Dr. Z. 


Awolowo, O. 
Bagshaw, Miss J. E. 
Bainbridge, J. W. 
Bainbridge, Mrs. M. 
Bamji, B. P. 
Banerjee, A. 
Banerjee, J. 


Barfoot, A. E. 
Barker, R. O. 
Barry, P. T. 
Baskerville-Cosway, 

L. H. 

Beaoham, A. 
Beaoham, R. H. S. 
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Beckenham, G. H. 
Bedi, H. L. 
Beddoes, A. H. 
Bell, J. 

Bennett, R. 
Benton, R. 
Berger-Voesendorf, 
Dr. A. C. 

Bertenshaw, S. W. 
Bessell, J. E. 

Bett, W. R. 

Binns, F. 

Black, 1. McE. 
Blake, B. G. 
Blount, C. G. 
Boggia, W. A. 
Borgognon, P. 
Bose, P. K. 

Bosly, J. V. 
Boughton, L. C. 
Bradford, W. C. 
Braithwaite, W. E. 
Brassington, J. A. 
Brierley, H. C. 
Brotherton, H. W. 
Brown, K. W. T. 
Brown, W. D. 
Buckland, E. E. 
Buckley, C. J. 
Burnett, J. M. 
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March-December 1946. Une agence de commerce eocUrieur sous la 
Convention (d' aprhs des documents inidits) : R. Mayer. Le rdle dconomi - 
cue des syndicat financiers : J. Tchernoff. Reflexions sur l'inUr6t 9 
t'Spargne et Vinvestissement. A propos de la thhorie gintrale de J . M. 
Keynes : P. Dervaux. Remarques sur le principe : “ Autant d' equations 
d'inconnues ” applique aux theories de I'equUibre iconomique : P. 


cue 

KOi 


Schweizerische Zeitschrift fur Volksunrtschaft und Statistik. 
December 1946. Endettements, production, comprehension economitrique : 
A. Amstutz and A. Borloz. David Laurie. Bin verschollener Klassiker 
der V oUbeschqftigungstheorie : E. Bohler. Ein neues soziologisches 
Schema (Schluss) : A. Grabowsky. Das Problem des Realtransfers bei 
Kapitalexport und Kapitalheimschaffung : J. J. Schwenter. 


Moneda y Cridito (Madrid). 

No. 14, September 1945. La construccidn naval espaHola en la postguerra : 
A. Miranda. Sodedades andnimas y publicidad : A. G. Orbaneja. 
Ballesteros , en Hacienda (1823-1832) : R. Carande. Sobre algunos 
problemas de la ley de Desblmmeos : H. P. Eguilaz. La Banca espafiola 
an el trienio 1942-1944 : 1. C. Garrigos. 


Ekonomisk Tidskrift . 

December 1945. Changing Outlook and Critical Position of Agriculture : 
J. Frobdin. The Inflation Problem in Finland : K. Waris. The 
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Railway Freight Structure and the Effect of Competition between Road 
and Rail Transport : A. Sjoeberg. A Theoretical Study of the Transport 
Problem : N. E. Ehrnrooth. 

Index . , 

Supplement, September 1945. The Forest and Forest Industries of 
Norrland : G. LOwegren. 

Supplement, December 1945. From Bretton Woods to Full Employment : 
D. Hammarskj6ld. 

No. 166. December 1945. Economic Survey . 15th September-1 6th 
December . 

Supplement. Sweden's International Credit Accommodation in 1944 and 
1945 : D. Hammarsej old . 

Skandinaviska Banhen Ahtiebolag . 

January 1946. The Functions of Prices in the Melting-Pot : E. Lund- 
berg. Consolidation of Joint Stock Companies : O. Sillen. Prospects 
for Fruit-Growing in Sweden : F. Nilsson. The Share and Bond 
Markets during the War : The Economic Situation during the Fourth 
Quarter of 1945. 


NEW BOOKS. 

British. 

Abbati (A. H.). Towards Full Employment. London : Simpkin, 
Marshall, Ltd., 1946. V. Pp. 71. 2a. M. 

[Since Mr. Abbati first wrote The Unclaimed Wealth in 1924, economic thought 
has moved in the direction of the ideas that he was supporting. The broad con- 
clusions of his present pamphlet are closely in accord with current orthodoxy. 
He holds that unemployment is due to a general buying deficiency in relation to 
productive capacity ; that the Government should maintain outlay equal to 
productive capacity by suitable variations of taxation and Government expendi- 
ture ; that to prevent consequential debits in the foreign balance there must be 
Control of imports and exports; that agriculture must be improved and brought 
into better balance with industry.] 

Abrams (M.). The Condition of the British People, 1911-1946. 
London: Victor Gollancz, 1945. 7\”. Pp. 119. 6s. 

[To be reviewed.] 

Bakna (T.). Profits during and after the War. London : Fabian 
Publications and Victor Gollancz, 1946. 8\ Pp. 25. 1#. 

[An excellent simple statement of the statistical background to the problem 
of the relative shares of wages and profits in the national income.] 

Baykov (A.). The Development of the Soviet Economic System. 
Cambridge : University Press, 1946. 8 J # . Pp. xv x 514. 30s. 

[To be reviewed.] 

Blacker (C. P.). Eugenics in Prospect and Retrospect. London : 
Hamish Hamilton, 1946. 7". Pp. 33. Is. 6 d. 

[The 1945 Galton Lecture.] 

Beatrice Webb, 1868-1943. London : Geoffrey Cumberlege, 1946. 
10". Pp. 27. Zs.6d. 

[A reprint of an obituary notice published in the Proceedings of the British 
Academy.] 

Charles (E.). Freedom from Want. The International Aspect. 
London : Royal Institute of International Affairs, 1946. 7". Pp. 59. 
Is. 

[This pamphlet deals with the policies and organisations that will be necessary 
to rive practical effect to the agreements reached at Hot Springs, Bretton Woods, 
ana Philadelphia.] 
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Charles Francis Bastable, 1865-1946. London : Geoffrey Cumber- 
lege, 1945. 10". Pp. 4. Is. 3d. 

[A reprint of an obituary notice published in the Proceedings of the British 
Academy.] 

Coombbs (B. L.). Miners Day. Harmondsworth : Penguin 
Books, 1945. 7". Pp. 128. 9 d. 

[A vivid autobiographical account by a working coal-miner of his life, 
conditions and thoughts.] 

Crick (W. F.). Thirty Years of Monetary Change, 1914-1945. 
London : Institute of Bankers, 1945. 8*. Pp. 16. 

[A lecture to the Institute of Bankers. Mr. Crick summarises the trends of 
the thirty years as “ a progressively closer integration of publio and private 
finanoe and . . . the subordination of financial to economic policy.**] 

Doboszynski (A.). The Economies of Charity. London : Mildner 
& Sons, 1945. 6*\ Pp. 123. 4*. 0d. 

[This is a translation of a book which had a large circulation in Poland just 
before the war. It represents an attempt to write a Catholic economies, built 
on the writings of St. Thomas Aquinas and on the various Encyclicals that have 
dealt with economic problems. But the book includes hard economic thinking in 
economic terms, which leads the author to the general conclusion that economics 
is drifting back from the darkness of the nineteenth century towards Catholic 
tenets.] 

Donington (Helen). The Care of Homeless Children. London : 
Fabian Publications and Victor Gollancz, 1945. 8". Pp. 32. Is. 

[A study of the various bodies which deal with difficult and delinquent children. 
More coordination in their services, better pay for the men and women workers, 
with greater opportunities for keeping themselves abreast of modem develop- 
ments in the field of child psychology, are among the recommendations made.] 

Fabian Research Group. Cotton, a Working Policy. London : 
Fabian Publications and Victor Gollancz, 1945. 8". Pp. 21, 6d. 

[This is a first-rate short study. The authors accept that the cotton industry 
is not to be nationalised and examine the problem of how it is to be made efficient 
and solvent. They make it clear that not all planning is good planning, and show 
the strongest dislike for methods which would create a permanent monopoly, 
with minimum prices, under which inefficiency could shelter. They believe that, 
even if the manufacturing sides of the industry remain capitalistic, there may 
be proper functions for the State in buying and distributing at reasonable but 
cheap prices.] 

Fabmeb (C.). Currency Reform. The Key to Progress. Notting- 
ham : J. & H. Bell, 1945. 8*'. Pp. 29. 1*. 

[It is argued that the trade cycle, though not necessarily monetary in origin, 
44 is induced by factors which prevent a natural equilibration of supply and 
demand, such as would take place under a barter economy.*’ It is suggested that 
certain currency reforms would remedy this defect.] 

Hobson (Oscar), Future of the City. London : Institute of 
Bankers, 1946. 8*. Pp. 15. 

[A lecture delivered before the Institute of Bankers. Mr. Hobson dealt 
mainly with the repercussions upon other institutions of the nationalisation of 
the Bank of England.] 

Jackson (W. E.). Local Government in England and Wales. 
Harmondsworth : Penguin Books, 1945. Y. Pp. 218. 9 d. 

[This is a popular account by the Assistant Clerk of the L.C.C. of the purposes, 
functions, methods, sources of revenue of and oontrols exercised over Local 
Authorities. The author ends with a discussion of former and present trends and 
of the problems of staffing that they wifi involve.] 

LYnden (Baron R. A. be) . If Money were Understood. London : 
Hutohinson & Co., 1945. Y. Pp. 96. 

[The author — a Dutchman — maintains that 41 profit and competition are 
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indispensable co-ordinating stimuli in communities which are dominated by the 
belief in evolution through material progress and in which the individual counts 
for more than a tool of tne State. At the same time the instinct of self-preeerva- 
tion drives the individuals, groups of individuals within communities, and 
c ommunit ies in respect of other communities to hold on to any institution or 
device which may safeguard or improve their respective economic status.' 9 . . . 
“ It was not hiisser-fflwrc but mismanagement of money and credit [that was] . . . 
more responsible than#anything else for the chaos in world economy." The 
author goes on to discuss how a monetary system can be perfected.] 

Mandelbaum (K.). The Industrialization of Backward Areas. 
Institute of Statistics, Monograph No. 21. Oxford: Basil Blackwell, 
1945. 9'. Pp. viii x 111. 10«. 6<f. 

[To be reviewed.] 

Mitchell (Joan). The British Gas Industry, Present and Future. 
London : Fabian Publications and Victor Gollancz, 1945. 8*. Pp. 32. Is. 

[After a general description of the present seal© and organisation of the 
industry, ana of its wide disparities of size and efficiency this pamphlet recom- 
mends a Central Gas Board, with Regional Boards under it, to take over and 
operate the industry.] 

Mukerjee (Badhakamal). The Indian Working Class. Bom- 
bay : Hind Kitabs, 1945. 8£*. Pp. xvii + 336. Bs.12.8. 

[Prof. Mukerjee begins by emphasising the war-time growth of Indian 
industrial production and the consequence with it of a much larger class of skilled 
and semi-skilled industrial workers. At the same time far longer hours, worse 
conditions, and low wages have raised problems of industrial relations which have 
not been solved. Prof. Mukerjee describes methods of labour recruitment, 
labour turn-over, conditions of work, rates of wages in different sections of 
industry, and also such general questions as the average standard of living of 
workers, housing, social welfare, trade unionism and industrial peace. The 
wages, standards and conditions generally will come as a shock to any English 
reader.] 

Muranjan (S. K.). Economics of Post-war India. Bombay : 
Hind Kitabs, 1945. 8". Pp. 98. Rs.3.8. 

[The need to raise Indian standards of life is made manifest in such books as 
Prof. Mukerjee's, noted above. The Bombay Plan, a year or two back, repre- 
sented a first outline of such an effort. Dr. Muranjan has written a book which 
reminds readers of the difficulties. Can one provide adequate incentive to save 
on the scale that would be necessary f Is there an adequate supply of competent 
and morally unimpeachable personnel to run it T Can it be financed ? The 
last is the most difficult question of all. Dr. Muranjan is sceptical of the possi- 
bilities of considerable forced saving through inflation. He does not warn his 
readers that “ hoarded wealth " in the form of gold or silver does not add to the 
volume of current savings unless it is used to buy assets abroad. He does, how- 
ever, warn them that not all sterling assets will be available, since some reserves 
will be necessary. He would have done well to point out the practical limitations 
from the British end to any attempt to reduce drastically over a short period the 
war-time accumulations of sterling. On agriculture he has much that is wise 
to say, and he feels that it has been neglected in the Plan. The necessary improve- 
ments imply a considerable change in organisation, size of holdings, technical 
methods and the twin problems of irrigation and inland waterways. Against 
this background, the author considers the wider problems of investment markets, 
money and credit systems, interest rates, banking, foreign exchanges and the 
trade balance.] 

Murray (Gilbert). Third Montague Burton Lecture on Inter- 
national Relations. ** Victory and After.” Leeds University : The 
Registrar, 1945. 8|*. Pp. 15. 6d. 

[This represents the third Montague Burton Lecture on International 
Relations, delivered at the University of Leeds on June 1, 1945, shortly after the 
surrender of Germany.] 

Palestine Controversy : a symposium. London : Fabian Publica- 
tions and Victor Gollancz, 1945. 8*. Pp, 37. 1*. 3d. 

[This pamphlet, after an introduction by H. N. Brailaford, begins with two 
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statements of the irreconcilable claims, first at the World Zionist Conference, 
1945, second of the present Arab attitude. This is followed by a section entitled 
A Possible Way Chit by Dr. James Parker, who argues that in view of their 
relative opportunities elsewhere the Jews rather them the Arabs should be given 
preference in Palestine and the chance to create a prosperous Jewish Palestine 
which might enrich not only itself but also the neighbouring Arab territories. 
To this Sir Edward Spears replies ; Captain David Hopkinson puts forward a 
different view; Prof. Magnes argues the case for Jewish and Arab co-operation.] 

Parkes (J.). An Enemy of the People : Anti-Semitism. Har- 
mondsworth : Penguin Books, 1945. 7*. Pp. 150. 9 d. 

[Mr. Parkes argues that anti-semitiStn is really a rallying point of all 
reactionaries — of those that hate “ liberalism,** “ industrialism,** “ secularism ** — 
4i they found by experience that there was no better way of persuading the 
electors to dislike these things also than to label them 4 Jewish . ] 

Poole (H. E.). Going Well. Cambridge : Eastern District 6f the 
Workers’ Educational Association, 1945. 8\ Pp. 62. Is. 

[This is a record of the W. E. A. in the Eastern District, from 1938 to 1944.] 


Schwarzekbbrger (G.). International Law. Vol. I. Inter- 
national Law as applied by International Courts and Tribunals. 
London : Stevens & Sons, 1945. 9J*. Pp. xliv + 645. £3. 

[This is the first of three volumes (the two volumes still in preparation will 
deal respectively with British State practice, and the decisions of courts of Great 
Britain and the British Empire). Whereas most text-books on international law 
use court decisions and State practice merely to illustrate general principles, 
the author of this new treatise is attempting “ to build up a system of international 
law in a way which is familiar to Anglo-Saxon lawyers from their own national 
systems of law, i.e. by the use of the inductive method.** The present volume is, 
therefore, an exposition of international law, broken down under orthodox 
headings, but derived almost entirely from the pronouncements of international 
courts and tribunals, particular attention being given to the judgments of the 
Permanent Court of International Justice. The text is copiously interlarded 
with citations from judgments and awards, but it is not a case-book (although 
a very few selected cases and documents cure printed in appendices). It is a 
little difficult to see what kind of reader the author has particularly in mind. 
Practitioners and advanced students who have been trained in the common 
law will be shy of the many extracts from judgments that too often are not 
accompanied by any exposition of the facts of the case. On the other hand, if 
the book is intended for undergraduates it is not without its dangers. The 
case-method of teaching is, of course, a familiar one and has been used with great 
success, especially in American universities. But the essence of the method is 
to compel students to go directly to the reports for their law ; to present them 
with ready-made 44 inductions ** illustrated by gobbets from judgments is to 
deprive the method of the stem discipline which is its chief virtue However, 
there is no doubt that, properly used as a guide to the reports, this volume will be 
a useful addition to the shelves of any international lawyer who can afford to 
buy it.] 


Steixdl (J.). Small and Big Business. Economic Problems of 
the Size of Firms. Institute of Statistics, Monograph No. 1. Oxford: 
Basil Blackwell, 1945. 9\ Pp. v x 66. 7s. 6d. 

[To be reviewed.] 


Strategic Colonies and Their Future. London : Fabian Publica- 
tions and Victor Gollancz, 1945. 8£*. Pp. 36. Is. 6 d. 

J This pamphlet deals with the special problems of Hong Kong, Gibraltar, 
ta and Cyprus.] 

West (R.). Psychology and World Order. Harmondsworth : 
Penguin Books, 1945. 7'. Pp. 125. 9 d. 

[The book starts with an analysis from the psychological standpoint of the 
growth of groups and nations and of the processes of achieving order through law. 
It goes on to discuss international psychology, perversions of national ideologies, 
ana ends with hopes for the future; the author is not without hope that, if 
people can be brought to write internationally, we may evolve a system of 
government that can keep the peace.] 
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Wootton (Barbara). Freedom under Planning. London : Allen 
A Unwin, 1945. 7$'. Pp. 168. 6». 

[To be reviewed.] 


American. 


The American Jewish Committee. The American Jewish Year 
Book. Volume 47. Philadelphia : The Jewish Publication Society 
of America, 1945. 7*. Pp. xxx -f 760. 

[A review of the year 1944-45, as it affects Jews all over the world. It includes 
articles on immigration, refugee aid, relief and rehabilitation and similar problems.] 

Ballaiste (W. C.). The Problem of Stable Exchange Bates. 
Eugene, Oregon : Bureau of Business Research, School of Business 
Administration, University of Oregon, 1945, 9*. Pp. 54. 50 cents. 

[This is a statement, in extremely elementary terms, on the problems of 
exchanges. Bnt the author does not succeed in explaining convincingly why, 
believing in free markets for goods, he does not believe in a free and continuously 
adjustable market for foreign currencies. Granted it is convenient to be able to 
foresee the course of exchange rates, but methods of providing security against 
the effects of fluctuations existed in such organisations as the cotton futures 
market. And it is at least arguable that flights from currencies are stimulated by 
divergences between the administered rate and the rate that would currently be 
determined by the market. Such statements as “ the argument in favour of 
currency stability is that over a long period of time it will lead to higher living 
standards all over the world ” need a more solid foundation of proof than the 
author provides.] 

Bloomfield (A. I.). The British Balance-of-Payments Problem. 
Princeton, New Jersey : International Finance Section, Department of 
Economics and Social Institutions, Princeton University, 1945. 9". 
Pp. 28. 

[This short statement of the British position was prepared some little time 
back, but only published when the recent discussions again brought these problems 
into the lime-light. It adds little to our statistical knowledge — the more so since 
the publication of some of the statistical material presented by Lord Keynes in 
Washington. But its temperate, realistic and constructive treatment of the 
problem is of great value. Perhaps to an English reader the most interesting 
sections are those at the end in which the author emphasises the long-term 
difficulties of Britain, and the need for drastic revision oi our ideas of industrial 
efficiency if we arc to win through.] 


Fabricant (S.). Labor Savings in American Industry, 1899- 
1939. New York : National Bureau of Economic Research, 1945. 
9*. Pp. 61. 60 cents. 

[The average reduction, 1899-1939, in workers per unit of product, over the 
whole field of extraction, fabrication, power production, transportation and 
communication has been 68%, or allowing for reduction of hours 05%. And 
these figures underestimate in not allowing for improvements of quality or of the 
economies with which the fuel produced can now be used. Dr. Fabricant’s 
paper shows the great variations in improvement in different industries and over 
different periods.] 

Geinstbin (H. B.). The Rise of the Jewish Community of New 
York, 1654-1860. Philadelphia : The Jewish Publication .Society 
of America, 1945. 8*'. Pp. xii + 645. $3.00. 

[An account of the growth of the Jewish community in New York in all its 
aspects*— the synagogues, the religious practices, the social welfare, the social 
life, the culture, Americanisation, education of the group.] 

Halm (Q. N.). International Monetary Cooperation. Chapel 
Hill : University of North Carolina Press (Oxford university Press), 
1945. 9*. Pp. vi + 355. 24a. 

[To be reviewed.] 

Mayo (E.). The Social Problems of an industrial Civilization. 
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Harvard University : Division of Research, Graduate School of 
Business Administration, 1945. 8 ". Pp. xvii + 150. 82.50. 

[To b© reviewed.] 

Mebtng (O. von). The Shifting and Incidence of Taxation. 
Philadelphia : Blakiston Company, 1942. 8£*. Pp. xiii + 262. 
13.25. 

[A treatise on principles of tax shifting, largely built on the author's earlier 
work " Steueruberw&Izimg, ’ * published in 1928 in Jena. Mr. Mering attempts 
to give a systematic discussion of tax shifting in the light of recent theoretical 
development. This, however, takes the form of organizing into a system the 
views of different authors, as well as his own, rather than of developing a general 
theory of tax shifting and trying to apply this to different cases. In h & view 
“ whether and to what extent taxes may be shifted depends on the degree to 
which supply and demand may be restricted with advantage ” (the author's 
italics, a somewhat obscure concept), but he adds that this proposition is submitted 
by him “ rather as a concession to the desire for a general rule than from the 
conviction that it will do more than circumscribe the process in a very general 
way.” The most valuable part of the book is Chapters II-VII in which, starting 
with the simple exchange (one buyer, one seller, one indivisible good) the author 
discusses a great many special cases of tax shifting under pure monopoly, pure 
competition and — to lesser extent — monopolistic competition. This part of the 
book is packed with innumerable interesting charts, especially useful for the 
student. The second part of the book deals with the shifting of particular 
taxes. This part is necessarily less comprehensive. It suffers also from difficulties 
due to the narrow definition of tax shifting. In the author's view the subject 
matter of the theory of tax shifting are “ the economic effects which follow from 
the moment of the impact of the tax until the ultimate incidence of that tax.” 
He is aware of the “ further effects ” which may follow in time and of the difficulty 
of demarcation, and he deals with the general repercussions of taxation. The 
shortcomings of any demarcation are most obvious in such cases as general income 
tax ; especially as in this case the tools developed by the author in Part I of the 
book prove to be not very helpful for an adequate discussion of the subject. 
This is more a book for the student of the principles of public finance than a 
study for the administrator or politician formulating tax policies.] 

Metz (H. W.). Labor Policy of the Federal Government. Wash- 
ington, D.C. : Brookings Institution, 1945. 9". Pp. ix 4 - 284. 

82.50. 

[To be reviewed.] 

Wallace (Henry A.). Sixty Million Jobs. New York : Simon 
and Schuster, 1945. 11". Pp. 83. Cloth 82.00. Paper 81.00. 
[Reviewed In this issue.] 

French. 

Allals (M.). ficonomie Pure et Rendement Social. Paris : 
Librairie du Recueil Sirey, 1945. 9". Pp. 72. 

[Prof. Allais has succeeded in writing a competent and interesting monograph 
on the m a xim i sa tion of the social net product, which deserves the attention of 
scholars. It is, perhaps, a little sipprising that although he shows a familiarity with 
much of the recent English writing on this subject, both as represented by Profs. 
Havek and Mises and by such writers as Dickinson, Dobb and Durbin, ho makes 
little or no reference to the work of Prof. Pigou and shows no knowledge of the 
article on this subject by Mr. Kahn in the Economic Journal. His general 
conclusions are that the ideal distribution of resources are achieved by perfect 
competition of autonomous units in a .perfect market. He is not, perhaps, 
sufficiently concerned either with problems of increasing returns or with those 
involved in marginal distribution of income.] 

^changes International!*. Paris : Centre des Jeunes Patrons, 
1945. 8*. Pp. 44. 20 f. 

[This “ Document ” includes two studies ; the first, by Maurice Voteux, is a 
general examination of the rile of the State and the market in foreign exchanges ; 
the second, by Francois Perroux, is an examination of France's post-war balance 
of payment problems.] 
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Gxjignabaudbt (P.) La Monnaie rationnelle. Paris: Librairie 
Plon, 1944. 9\ Pp. 686. 

[This is the first half of a large study. The present volume deals with 
internal monetary problems.] 

jAOQtnEB-BBtdtoB e. Domain la Paix. Esqniss© d’un ordre inter- 
national. Paris : Librairie Plon, 1946. 7J*. Pp. 178. 

[“ Aueune politique de redressexnent national ne peut plus ttre imaging© en 
d^iors d’un cadre international. . . . H est encore perxnis a un pays de se perdre 
par les propres fautee. XI ne peut plus ae sauver par see eeula m6rites.”] 

Lacottb-Gayet (J.). Platon et rficonomie Dirigde. Paris : 
L’lxnprimerie Union, 1946. 9 ". Pp. 42. 

[The author points to the interesting analogies between the economic system 
conceived by Plato and the methods employed in Germany and improved on 
in France in 1940.] 

Pbbroux (F.). Les Aocords de Bretton Woods. Paris : Editions 
Domat-Montohrestien, 1945. 7\ Pp. 71. 40 f. 

[“ Bretton Woods est un accord minimum eur une technique mon6taire et 
financier©, Aussi — et surtout? — le signe des progr&s d’une conception ddter- 
minde de la vie Internationale.’’] 


Dutch. 

Siokesz (W. C.). New World Economy. Vol. I, Ports I and 13. 
Amsterdam : Holdert & Co., 1945. 9§'. Pp. 266. 

[The author believes that a new world economy should be erected on 
three basic foundations: adequacy of purchasing power; rising turn-over; 
multiplicity of the money circulation.] 


Spanish. 

Eguilaz (H. P.). Una nueva relacidn funcional. El multi- 
plicador de q*pansi6n. Madrid, 1946. 9J*. Pp. 12. 

[The author (who is General Secretary of the Board of National Economy of 
Spain) argues that, though in theory an increase of investment and activity can 
take place without increase of money and credit, in practice it is the expansion of 
credit and the increase of the monetary circulation that usually stimulates 
industrial activity. He Bets out to ask what initial stimulus results in what rise 
of the real national income — this concept is different from those advanced by 
Lord Keynes and Mr. Kahn. His paper gives the results of applying his methods 
to Germany and the U.S.A. The multiplier of expansion varies so enormously 
from year to year that it would hardly be possible to use it ex-ante as a basis of 
forecasting, and the author would not seem to claim that possibility.] 

Swiss. 

Baohhanh (H.). Die Konventionen von Bretton Woods. St. 
Gallon : Verlag der Fehr’schen Buohhandlung, 1946. 8|\ Pp. 140. 

[This book provides a German text of the Bretton Woods agreements and an 
introductory study which considers the proposals both in general terms and as 
they affect small nations, and particularly Switzerland.] 

Die Schweiz als KleiBstaat in der Weltwirtschaft. St. Gallon : 
Verlag der Fehr’schen Buohhandlung, 1946. 8\ Pp. xvi -f 862. 
16 S.f. 

[To be reviewed.] 

Official. 

British. 

Careers for Men and Women Series, No. 42. University Graduates 

, summary of possible openings. London : Ministry of Labour and 
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National Service (Obtainable from H.M. Stationery Office), 1946. 8'. 
Pp. 60, 

[This pamphlet seta out to give short summaries of possible openings in 
different careers, some included in other pamphlets in the Series, others exclusively 
dealt with in this. Among the latter are economics and statistics. The section 
on economics is rather disappointing. There would seem to be a confusion 
between the appropriate training for a professional economist and an examination 
of the professions tor which economics is an appropriate training. The employ* 
ment ox university trained economists on work for which a degree in economics is 
a necessary training is very much wider than is implied by n academic training 
and research, both of which have been largely centred on the universities. 
Indeed the final section on u Opportunities for Employment ” belies that state- 
ment. The Section that deals with statistics is on the whole much better done, 
though some will question the statement that “ while an aptitude for mathe- 
matics is a definite asset, it must not be forgotten that the statistician is concerned 
with the analysis and interpretation of the available facts for which good judgment 
and a wide knowledge of tne field are necessary.” An aptitude (as distinct from 
the highest possible skill) is surely a sine qua non, and the necessary powers of 
analysis should in most cases be developed by the appropriate professional 
training in the basic subject.] 

The Impact of the War on Civilian Consumption in the United 
Kingdom, the United States and Canada. London : H. M. Stationery 
Office, 1946. 9$*. Pp. 163. 2a. 6 d. 

[To be reviewed.] 

American. 

Investment per Job. The Case of Gastonia, North Carolina. 
Washington D.C. : Chamber of Commerce of the U.S.A., 1946. 9*. 
Pp. 16. 6 cents. 

[This investigation shows, for a typical small U.S. town, the cost in investment 
for each worker to find employment in the various industries and services of the 
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The death of Lord Keynes is a loss, the full immensity of 
which we cannot yet begin to measure, to the world, to Britain, 
to his friends, and not least to economics and to the Royal 
Economic Society. 

The world has lost one of the very few with the imagination, 
courage and leadership needed to restore civilisation and build 
a firm economic base for peace and happiness. Britain has lost 
the chief architect of the economic policy which made victory 
possible, her chief advocate in economic negotiations, the brain 
which more than any other was shaping her economic future. 
His friends have lost one who embodied for them not only all that 
was finest in liberal civilisation and learning, but also all that 
was firmest in moral strength, human affection and intimacy. 
Economics has lost the inspiration of one who for a generation 
has been the centre of every controversy, the fountain of new 
ideas, the iconoclast who destroyed to build better, the thinker 
who more than any other in the history of our science has helped 
to make man master of his fate. 

In the Royal Economic Society he was Editor of the Joubnai. 
from 1911 to 1944, Secretary from 1913 to 1944, and its President 
at his death. The present generation of FeUows have never 
known the Society without him as its central figure. To him we 
owe our strength and prosperity. 

We plan to devote a later issue primarily to a memorial of his 
many-sided genius. We print in this issue the last article that 
he wrote, inspired by the desire that we in Britain should the 
more clearly understand one of the problems that confronted 
his friends in the United States. 

R. F. H. 

E. A. G. R. 
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THE BALANCE OF PAYMENTS OF THE UNITED STATES 

The recent proposals for financial and economic agreements 
with the United States have raised doubts in many quarters on 
two largely distinct matters. The first relates to our capacity to 
achieve an adequate increase in the volume of our exports. The 
second relates to America’s capacity to accept goods and services 
from the rest of the world on a scale adequate to secure a reasonable 
equilibrium in her overall balance of payments. Both these issues 
relate to the position of ourselves and of the United States respec- 
tively in relation to the rest of the world taken as a whole. On the 
assumption, however, that the International Monetary Fund and 
other supporting arrangements will be successful in establishing 
multilateral clearing of current transactions over a wide area, 
bilateral equilibrium will be achieved between the United King- 
dom and the United States, if the two conditions are fulfilled that 
British exports of goods and services to the rest of the world as a 
whole reach an appropriate level and that American imports of 
goods and services from the rest of the world as a whole reach an 
appropriate level. If these conditions are satisfied, there will be 
no necessity for a strictly bilateral balance between the two 
countries taken in isolation. 

This article is solely concerned with the available statistics re- 
lating to the Becond of these two problems — namely, the balance 
of payments of the United States. It is dangerous in this, as in 
many other contexts, to project pre-war statistics into the so 
greatly changed post-war world. But some current conclusions 
on the matter may be based too much on general impressions and 
too little on an examination of the details, with the result that the 
problem is not seen in the right perspective, that the orders of 
magnitude involved are not rightly apprehended, and, as a result, 
that the difficulties ahead of us are exaggerated. The object 
of this article is not to make definite predictions, but to bring out 
some of the data which are required for an informed judgment, 
as the prospects of the future gradually unfold themselves. 

Let us begin with the figures of the pre-war position. The 
favourable balance of the U.S. year by year from 1930 to 1938 
on all current transactions ran as follows : — 


1930 . 



$ million. 

. -1-735 

1935 . 

3 million. 
. —158 

193f . 


, 

. 4*175 

1936 . 

. -218 

1932 . 

# 


. +159 

1937 . 

. - 31 

1933 

1934 



4-108 

4341 

1938 . 

. +987 
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Thus it is a mistake to suppose that the United States had an 
enormously favourable balance on current account. If the nine- 
year period is broken up into three-year periods, the average 
favourable balance works out at $356 million, $98 million and 
$239 milli on. The average for the whole period — namely, $231 
milli on — is vesy much the same as it was for the latest triennium. 
Moreover, if the first and last years of the period are left out, it will 
be seen that during the intervening seven years, which included 
the slump, the United States current balance of trade broke about 
even. Even with the inclusion of the first and last years the 
average favourable balance of the United States on current account 
before the war was much less than the favourable balance earned by 
the United Kingdom (at a much lower price level) at the time when 
we were building up our overseas investments ; and it was about 
the same as our own favourable balance as recently as 1923-29, 
when our own average surplus was $374 million. The general 
impression to the contrary is based partly perhaps on the figure 
of the most recent pre-war year — namely, 1938 — but mainly, I 
think, on a confusion between current movements and capital 
movements. The pressure on the rest of the world from 1930 
onwards was due to a large-scale capital movement from Europe 
to America being superimposed cm a substantial, but not unwieldy, 
balance on current account. The serious consequences to the rest 
of the world flowed from the anomaly of a country with a sub- 
stantial favourable balance being simultaneously the recipient of 
• investible funds from abroad. Most countries, however, have now 
armed themselves with precautionary powers against the repetition 
of undesirable and useless capital movements of this character. 
The influence of the Bretton Woods plan is, of course, against a 
future repetition of this experience. Surely we now have means 
to avoid it. 

Nor is it the case that in times of depression in America 
imports always fall off on a great scale relatively to exports. 
The statistics of the decade before the war show that, on the 
whole, industrial production, exports and imports tend to move 
together. The common opinion on this matter is based too 
exclusively on the experience of 1938 (1939, being a war year for 
the rest of the world, cannot be used as a basis for the argument) 
compared with 1936 and 1937. The movements are shown in 
Table I. 

All that can be said on the other side is that these figures do not 
show what would happen in a period of slump in the United States 
and of full employment in the rest of the world. This, however, 
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Table I 

Indices of U.8. Industrial Production, Imports and Exports 

(1945-39 - 100) 




1931. 

1932. 

1933. 

1934. 

1935. 

1936. 

1937. 

1938. 

1939. 

Industrial pro- 
duction . 

91 

75 

58 

69 

75 

87 

103 

113 

89 

m 

Imports . 

129 

89 

56 

61 

70 

87 

102 

130 

83 

KH 

Exports . 

134 


56 

59 

74 

80 

86 

117 

108 

n 


Notes . — Figures for industrial production are the Federal Beserve Board 
unadjusted index (1935-39 = 100). The import and export indices have been 
calculated on the same basis. 


involves an a priori, not a statistical, argument, which would lead 
us on to the question just what difference in such circumstances 
the proposed financial and economic agreements would make. 
I am limiting myself here to the statistical evidence and to 
conclusions purporting to be based on it. 

Perhaps the most mistaken and most prevalent delusion 
relates, however, to the creditor position of the United States 
to-day in relation to the rest of the world. It is commonly 
believed that the end of the war has left the United States in a 
strong creditor position, in addition to her large gold reserves. 
How many people are aware that apart from her gold holdings, 
which do not, of course, represent an undischarged claim on the 
rest of the world, the United States was a debtor country on 
I balance at the end of 1945 ? The details are as follows : — 


Table II 

International Investment Position of the United States, 
December 31, 1945. (1) 


Assets (United States investments abroad) : 


$ billion.. 


Long-term : 

Direct .......... 70 

Foreign dollar bonds 1*9 

United States Government <*> 2*7 

Miscellaneous private .1*0 

Total long-term 12*6 

Short-term : 

Private 0*3' 

Official 01 


Total short-term 
Total assets • 


0-4 

13*0 
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Table II — continued. 


$ billion. 

Liabilities (foreign investments in the United States) : 

Long-term : <*> 

Direct .......... 2*3 

Preferred and common stocks ...... 3*7 

Corporate and Government bonds 0*9 

Miscellaneous ......... 0*6 

Total long-term ....... 7*5 

Short-term : 

Private 4*5 

U.S. Government < 4 > 3*1 

Total short-term 7*6 

Total liabilities 16-1 


Net creditor (+) or debtor ( — ) position of the United States : 

On long-term account 4*5*1 

On short-term account ....... —7*2 

Net position ........ —2*1 


Notes. — (1) Preliminary Estimates. The preceding table, prepared by the 
U.S. Department of Commerce, appears in Part 2 of the Eighth Report of the U.S. 
Congressional Committee on Postwar Economic Policy and Planning dated 
February 7, 1946. 

(2) Basis of valuation : Direct investments at book value ; all other at market 
values where available, otherwise par or estimated values. 

(3) Includes estimated amounts due under Lend-Lease credits and Military 
civilian supply programmes; outstanding Export-Import Bank Loans and the 
R.F.C. Loan to the U.K. ; and the $650 million due by the U.K. under the Lend- 
Lease Settlement of December 6, 1945. 

(4) Includes holdings of United States currency and of short-term Government 
securities as well as certain foreign deposits within the U.S. Treasury. 


Table III 
U.S. Gold Holdings 

( $ million) 



U.S. gold 
reserves at 
end of period. 

Net gold 
import. 

Decrease or 
increase ( — ) in 
ear-marked 
gold on 

foreign account. 

1 938 .... 

14,512 

1,974 

-333 

1939 .... 

17,644 

3,574 

-534 

1940 .... 

21,995 

4,744 

-645 

1941 .... 

22,737 

982 

-408 

1942 .... 

22,726 

316 

-458 

1943 .... 

21,938 

69 

-804 

1944 .... 

20,619 

—845 

-460 

1945 Jan.-Nov. . 

20,030 

-125 

-352 

1945 Oct. , 

20,036 



1945 Jan.-Deo. 

20,065 

i 

! 

-357 


Note. — Source : Federal Reserve Bulletin, Jan. 1946. 
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, Table IV 


Short-term foreign liabilities reported 
by Bainks in U.S. 

$ million. 

End of Deoember 1938 . 


1,997 

„ „ 1939 . 


3,057 

„ „ 1940 . 


3,785 

,, „ 1941 . 


3,482 

„ „ 1942 . 


3,987 

„ „ 1943 . 


5,154 

„ „ 1944 . 


5,269 

End of October 1945 . 


6,397 


Of the amounts outstanding on Oct. 31, 1945, $3,748 million represented 
official balances and $2,649 million other balances. 


Notes. — (1) Other capital movements in the period December 1941 to October 
1945 were comparatively small and partly equalising in effect, as follows : 


(i) Decrease in U.S. banking funds abroad 

(ii) Return of U.S. funds in foreign securities . 

(iii) Inflow of foreign funds invested in securities 

(iv) Inflow of brokerage balances 


$84 million. 
150 „ 

168 „ 

33 „ 


(2) Source : Federal Reserve Bulletin. 


Table V 


Analysis by Countries of short-term Foreign Liabilities reported by 
Banks in XJ.S.A. at Oct. 31, 1945 

$ million. 


I. Europe 

France 
Netherlands 
Switzerland 
Belgium 
Norway 
Sweden 

Other European 

II. Canada 

III. Latin America 

Brazil 
Cuba 
Mexico 
Argentine 
Colombia 
Panama 
Chile 

Venezuela 
Other Latin America 

IV. Asia 


740 

360 

228 

284 

196 

183 

213 

341 


China .... 


. 592 

Netherlands East Indies 

, 

. 104 

Other .... 

. 

312 


- V. All other Countries . 


2,545 

1,552 


1,098 


1,008 

194 

6,397 


Note . — Source ; Federal Reserve Bulletin . 
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After she entered the war, the net short-term position of the 
United States deteriorated substantially; so much so that by 
October 1945 she had dissipated by far the greater part of her large 
gains from ourselves and others in 1939, 1940 and 1941 before she 
entered the war, and was only very slightly stronger, after de- 
ducting her increased foreign liability from her increased gold 
reserve, than at the end of 1938, an increase of $5,524 million in 
gold holdings and of about $200 million in currency holdings 
abroad being offset by an increase of $5,175 million in foreign 
liabilities, as is shown in Tables III and IV. 

Gold held under ear-mark for foreign account at December 31, 
1945, represented $3,994 million. 

The fact that the U.S. Administration blocked the resources 
of a number of foreign countries during the war, and that these 
assets remained blocked throughout the war-period, has made 
available fairly accurate statistics of the very large dollar hold- 
ings of the countries in question, which stood at the end of the 
war as follows : — 

Table VI 

Distribution of Blocked Property by Nationality of Owner 
(as of June 14, 1941) 


Netherlands, including Netherlands (East) Indies $1,800,000,000 

Switzerland 1,500,000,000 

France and Monaco 1,400,000,000 

Belgium 400,000,000 

Sweden 600,000,000 

China 300,000,000 

Norway 100,000,000 

Japan 150,000,000 

Germany 150,000,000 

Italy 100,000,000 

All others 750,000,000 

Blocked nationals resident in the United States (other than 
business enterprises owned abroad) . 500,000,000 

Holdings of American citizens in blocked enterprises . . 750,000,000 


Total $8,5 00,000,000 


Distribution of Blocked Property by Type of Property 
(as of June 14, 1941) 


Short-term funds, including ear-marked gold .... $4,000,000,000 

Securities .......... 2,000,000,000 

Direct investments and miscellaneous ..... 2,000,000,000 

Holdings of blocked nationals resident in United States . 500,000,000 


Total $8,500,000,000 


Note . — The above tables appear on page 223, Report on Hearings before the 
Subcommittee of the Committee on Appropriations, House of Representatives, 
Seventy-ninth Con gre ss, First Session on the Treasury Department Appropria- 
tion Bill for 1946. 
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At the same date (June 14, 1941) a general census was taken 
of all foreign-owned United States assets, showing a grand total 
of $12,739 million, exclusive of ear-marked gold, whioh has 
been brought up to date in Table. II above. A detailed analysis 
of this census was published by the U.S. Treasury in 1945 under 
the title “ Census of foreign-owned assets in the United States.” 

If the figures are restricted to the more or less liquid reserves 
of foreign countries held in the United States at the end of the 
war in the shape of ear-marked gold, bank balances and market 
securities, the aggregate is of the order of $15 billion, and haB 
increased since the end of 1938 by some $9 billion. This huge 
movement, most of which represents a gain by foreign countries 
at the expense of the United States, has been largely overlooked 
by commentators in this country. 

Table VII 

$ billion. 


(а) Short-term assets held in the United States (Table TV) . . 6-4 

(б) Ear-marked gold (Table III) 4 0 

(c) Market Securities (Table II) (compared with $3,825 billion at the 

end of 1938) 4 6 


15-0 

So far we have been concerned with firm statistics relating to 
the present position and the most recent pre-war experience. 
How materially has this been changed by what there is good 
reason to expect in the immediately ensuing period ? 

The sterling prices of goods entering into foreign trade are 
running at the present time at not much less than double pre-war. 
This ratio is rather too high for dollar prices. But for con- 
venience of calculation an assumption of double pre-war prices 
will be used in what follows. The results can be easily adjusted 
to alternative assumptions. (A lower figure for prices would 
probably ease the eventual problem on balance.) 

On this price assumption the average level of imports imme- 
diately before the war would be worth rather less than $5 billion. 
American experts are expecting a considerably higher figure than 
this after the war, even as much as 50% higher, on account of 
the greatly increased activity of the American industrial machine 
and its increased consumption of imported raw materials as soon 
as they are available in the required volume. The American 
view may perhaps be regarded as in part a reflection of the vivid 
consciousness of the need for maintaining domestic prosperity 
currently in evidence in the United States ; for, as appears from 
Table I above, an index of imports shows annual changes in the 
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period 1932-38 as a magnified reflection of changes in the level 
of U.S. industrial^ production, or rather, as it should be read in 
this context, in the lqyel of internal prosperity. Whatever vicis- 
situdes one may foresee for American prosperity, it is certain 
that the public demand for vigorous Government action to meet 
any serious or prolonged unemployment will be intense. When 
the outside world has recovered its capacity to supply, imports 
of $6 to $8 billion on the above price assumption would seem 
quite reasonable. U.S. imports averaged $4 billion in the decade 
1920-29 at the prices and level of national income then prevailing. 
They are running currently in the neighbourhood of $5 billion at 
present prices. 

Exports, at the average level immediately before the war, on 
the same price assumption would be a little more than $6 billion. 
Here also the American experts expect a higher figure, various 
estimates up to as high as $10 billion being current. In the second 
half of 1946 American exports, which were still dominated by 
Lend-Lease, were running at an annual rate of $8 billion. The 
U.S. Secretary of Commerce, Mr. Henry Wallace, in his evidence 
to the Senate Banking Committee during the hearings on the 
British Loan on March 12, 1946, estimated the total foreign 
requirements from the U.S. in 1946 at $10,728 billion. A figure 
of $10 billion might well be reached in the early years, when 
overseas lending by the United States in the shape of tied loans 
is on a large scale ; for the loans in many cases create, and are 
the necessary condition of, the exports. It is not clear, however, 
that this figure will be easily reached without the assistance of 
tied loans or subsidies, in view of the fact that the prices of Ameri- 
can agricultural produce and raw material now stand over a 
wide field above world prices. Moreover, industrial wages in the 
United States are already two and a half times the British level, 
and are rising more rapidly. There is certainly a potential danger 
from a policy of export subsidies. But extensions of this policy 
are frowned upon by the State Department, and will be strictly 
regulated if the proposals of the projected International Trade 
Organisation come into operation. 

Perhaps the reader may be left for the moment to form his 
own judgment, in the light of th€ above, of the most probable 
order of magnitude of the American favourable balance of visible 
trade in the post-war environment. An average of $2 to $3 billion 
a year over a period of years beginning in 1947 looks to me fully 
high on the basis of present expectation. 

What about the invisible items other than interest (which it 
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will be convenient to deal with separately) ? Apart from interest 
charges and dividend income, the United States had before the war 
an adverse balance in excess of $500 million, the principal items 
of which are given in the following table : — 

Table VIII 

U.S. Balance of -Payments on Invisibles ( Other than Dividends 

and, Interest) 


(Average 1936-39) 



Keoeipts. 

, Payments. 

Net. 

Shipping and freight .... 

241 

321 

- 80 

Travel 

129 

309 

— 180 

Personal remittances .... 

31 

159 

-128 

Institutional contributions (net) . 

— 

— 

- 35 

Government aid and settlements . 

2 

22 

- 20 

Other Government items 

34 

83 

- 49 

Silver 

10 

131 

-121 

Miscellaneous adjustments and services 
(net) ...... 


, 

+ 85 

Net total .... 



-628 


American statisticians are expecting a substantial increase in 
this adverse balance, and rely on this, more than on any other 
factor, for the maintenance of equilibrium. The pre-war adverse 
balance in respect of shipping may be reversed, but not perhaps 
by as much as some people think. The great increase of American- 
owned tonnage is mainly concentrated in a few specialised types, 
and a very great part of it will, according to present plans, be 
scrapped, laid-up or otherwise disposed of. American costs, both 
of building and of running ships, are very high compared with 
our own. Overseas Government expenditure, on the other hand, 
will certainly be much greater. 

American forecasters are, however, mainly influenced in reach- 
ing their conclusion by the expectation of a very great increase 
in tourist expenditure. Before the war their gross payments out 
on this ground were of the order of $300 million. It is believed 
that after the war this expenditure will reach at least $1 billion, 
and even such figures as $2 billion are spoken of. Those who 
know the present state of hotel accommodation here and in 
Europe are likely to consider these figures greatly over-estimated 
in the short run. But in the long run, if we take adequate 
measures to develop the tourist industry up to its full poten- 
tialities, this source of overseas income, both hew and in Europe, 
may be very great. Moreover, even in the short run American 
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touxist expenditure nearer home in Canada, Mexico and the West 
Indies may be substantial. 

An important item to complete the balance-sheet of current 
receipts and expenditure still remains for examination — namely, 
the growth of inoome from the new foreign loans now in prospect. 
We start off with an estimate of net receipts of $300 million at the 
end of 1945 in respect of interest and dividend receipts.* It is the 
prospective increase in this item which looks most alarming to the 
outsider, and it is therefore particularly important to clear our 
minds about its possible order of magnitude in relation to the 
other figures in the balance-sheet. 

An estimate of American commitments, actual and prospec- 
tive, up to date has been given in the January Bank Letter of 
the National City Bank of New York as follows : — 


Table IX 

$ million, 

U.S. subscription to the International Monetary Fund . . . 2,750 

Ditto to the International Bank 9,175 

Authorised lending power of the Export-Import Bank 3,500 

Proposed British credit— new money 3,750 

Ditto for Lend-Lease settlement, etc. 650 

Credit for Lend-Lease settlement with France 575 

Ditto with Russia . 400 

First contribution to U.N.R.R.A. 1,350 

Second proposed contribution 1,350 


17,500 

This (able is, of course, a very imperfect guide to the final 
situation. But it may help to give us a clue to the orders of 
magnitude involved. In the first place, this table covers only 
those commitments already approved by Congress or recom- 
mended to Congress by the Administration. In this respect, 
therefore, the total of the ultimate commitment is presumably 
under-estimated. In particular it may be noted that in a message 
to Congress on March 1, 1946, President Truman endorsed the 
recommendation of the National Advisory Council on International 
Monetary and Financial Problems that the lending authority of 
the Export-Import Bank be increased by $1*25 billion. In 
the second place, on the other hand, it looks some way ahead. 
It assumes, for example, that the whole of the American subscrip- 
tion to the Bretton Woods Fund has been drawn upon. It also 

* That this ia a positive, and not a negative, figure, in spite of U.S. being a 
net debtor on capital account, is explained by the large amount of her external 
liabilities held at short-term at a very low rate of interest. It follows that this 
figure will be increased correspondingly less when foreign countries begin to draw 
on their dollar balances. 



182 


THE ECONOMIC JOURNAL 


[JUNE 


assumes that the whole of the present resources of the Export- 
Import Bank have been utilised. Nor does the amount of the 
American subscription to the International Reconstruction Bank 
accurately measure what really matters in this context — namely, 
the volume of loans which the new Bank will be able to raise in 
the American market, a figure whioh may, in the long run, 
either exceed or fall short of the amount of the American sub- 
scription as a member. Moreover the contributions to U.N.R.R.A. 
can be neglected for our present purpose ; for they are a free gift 
which will help to preserve equilibrium in 1946 but will have no 
effects on the balance of payments in later years. 

The actual, as distinct from the potential, state of commit- 
ments as at the end of January, 1946, was stated by the President 
in his Budget statement at that time as follows : — The loans and 
commitments of the Export-Import Bank then stood at $13 
billion out of its total authorisation of $3 5 billion. The President 
“ anticipated that net expenditures of the Export-Import Bank 
and expenditures arising from the British credit and the Bretton 
Woods Agreement will amount to $2,614 million including the 
non-cash item of $950 million for the Fund in the fiscal year 1946 
and $2,754 million in the fiscal year 1947.” 

What is the annual burden of interest which the rest of the 
world will have undertaken on the basis of the present programme ? 
Current interest receipts from the International Monetary 
Fund will depend not only on the amount drawn upon, but also 
on the dividend policy of the Fund. It is not yet possible to 
enter any figure under this head. The Export-Import Bank 
rates of interest have varied between 2|% and 3%. The Lend- 
Lease settlements with France and Russia are at 2|%. The 
British credit is at 2%, beginning on December 31, 1951. The 
terms on which the International Bank will be able to borrow 
are quite uncertain. To fix a base for our impression of the 
order of magnitude, let us leave out U.N.R.R.A. and the sub- 
scription to the I.M.F. and assume that the rest costs 3% on the 
average (which one may hope is an outside estimate). The result 
is an annual interest burden of $360 million. It will be seen, 
contrary perhaps to expectation, that the total is small compared 
with the other main items in our calculation. Treble it, and you 
have only just exceeded $1 billion. And if you treble it the 
corresponding increase of new loans would be sufficient to clear 
the overall position for another decade or two. Moreover, it 
should be repeated that the figure of $360 million looks some 
way ahead. For we have included interest on the British credit 
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which does not begin to fall due for nearly Bix years, and the 
calculation assumes loans of $3,175 million on the American 
market through the International Bank, which will take some 
doing. 

In addition to the interest payment, there is the annual 
amortisation of capital. The British credit is spread over fifty 
years, the Export-Import Bank and other Lend-Lease credits 
over twenty to thirty years. But it is easiest to assume, what 
is not unreasonable, that new American 'loans hereafter will be 
at least equal to the annual amortisation payments. If not, of 
course the aggregate interest payments will, after a time, fall off 
appreciably. In their statement of Foreign Loan Policy of the 
United States Government published on February 21, 1946, the 
National Advisory Council on International Monetary and 
Financial Problems assert that the annual interest and amortisa- 
tion on the entire present and contemplated Export-Import Bank 
programme (that is, presumably, including the proposed additional 
$1*25 billion), the British Loan and the International Bank Loans 
floated in U.S. markets would be less than $1 billion. 

There are far too many uncertainties in the position io allow 
of any clear-cut summing up. I am content to leave the reader 
to reach his own tentative conclusion in the light of the above. 
Very broadly, however, it looks as if the invisible balance of the 
United States on current account, including interest, is more 
likely to be adverse than favourable, and, if tourist traffic fulfils 
expectations, substantially adverse. For visible trade to assume 
an excess of exports over imports by as much as $2 to $3 billion 
as an average over a period of years allows, from the point of 
view of the outside world, a considerable, one should hope an 
excessive, measure of pessimism. If American Commercial Policy 
is successful in directing itself with any degree of conviction to 
the preservation of equilibrium in the overall balance of pay- 
ments, the final outcome might be appreciably better than the 
above. 

It may be worth while to record the experience of the 
United States after the last war. The U.S. balance of payments 
from 1924 to 1930 inclusive showed a merchandise excess of almost 
$800 million a year on the average. But shipping and travelling, 
expenditure out the above favourable balance almost in half 
whilst cash remittances from the United States (no longer re- 
latively so important to-day) almost eliminated the remainder; 
with the result that the next annual balance on capital account 
was not more than $100 million. 
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It is obvious that no country can go on for ever covering by 
new lending a chronic surplus on current acoountwithouteventually 
forcing a default from the other parties. The above estimates 
show, nevertheless, that the United States can continue foreign 
lending on a substantial scale for many years to come before the 
interest due becomes a major and burdensome element in the 
balance of payments taken as a whole. Anyway, the above 
estimates are certainly not, for better or for worse, going to 
continue valid for an indefinite time. Much will happen which 
we cannot foresee. It is sufficient to cast one’s prognosis a 
moderate distance forward. If we look forward a moderate 
distance, what resources will the outside world possess to discharge 
what, in the light of the above, it may find itself owing to the 
United States on annual current account ? 

These resources fall under three headings : — 

1. Existing Resources in the U.S. 

We have seen above that foreign-owned liquid resources in 
the United States in the shape of ear-marked gold, bank balances 
and market securities amount to at least $15 billion. It appears 
from Table V that the more liquid resources are well spread 
between a number of countries. Nevertheless, the countries 
most needing dollars are not necessarily those holding the largest 
balances; and Borne of the countries with the largest amounts 
regard their dollar balances as part of their ultimate reserves 
(e.g., Canada) and are not likely to draw upon them fully except 
in extreme circumstances. Thus only a portion of the above 
aggregate can be regarded as easily available to cover a balance of 
payments favourable to the United States. 

2. The New Projected Loans Themselves. 

If we omit from Table IX the contributions to U.N.R.R.A. 
and the credits for Lend-Lease settlements which have been 
already, or shortly will be, spent, we are left with a total of $13 
billion; this will rise to $14*25 million if the Export-Import 
Bank’s lending powers are increased, and it is presumably not the 
end, if we are looking five or ten years ahead. 

3. Gold Reserves and Current Production. 

The 1937-40 average output outside the U.S.S.R. was in 
excess of $1 billion a year. In 1942-45 this fell to about $700 
million, on account of shortage of man-power and material. A 
large increase is now expected in Canada, and an increase, rather 
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than a decrease (perhaps a substantial increase a little later on), 
in South Africa. Moreover, Russia presumably intends to make 
some use some day of her presumed large reserves and current 
output. The most recent report of the Bank for International 
Settlements estimates the gold reserves of Central Banks and 
Governments other than the United States (excluding gold in the 
United States ear-marked on foreign account of which we have 
' already taken account above) at about $10*4 billion. $2*7 billion 
of this was accumulated in 1942-45 ; whilst the total increase in 
gold stocks outside U.S. after America came into the war was 
considerably greater than this. It would seem, therefore, that the 
rest of the world could, if necessary, spare upwards of $1 billion 
a year, for a time at any rate, without suffering great embarrass- 
ment. 

Putting one thing together with another, and after pondering 
all these figures, may not the reader feel himself justified in 
concluding that the chances of the dollar becoming dangerously 
scarce in the course of the next five to ten years are not very 
high % I found some American authorities thinking it at least 
as likely that America will lose gold in the early future as that 
she will gain a significant quantity. Indeed, the contrary view 
is so widely held, on the basis (I believe) of mere impression, that 
it would be a surprising thing if it turns out right. 

In the long run more fundamental forces may be at work, if 
all goes well, tending towards equilibrium, the significance of 
which may ultimately transcend ephemeral statistics. I find 
myself moved, not for the first time, to remind contemporary 
economists that the classical teaching embodied some permanent 
truths of great significance, which we are liable to-day to over- 
look because we associate them with other doctrines which we 
cannot now accept without much qualification. There are in 
these matters deep undercurrents at work, natural forces, one 
can call them, or even the invisible hand, which are operating 
towards equilibrium. If it were not so, we could not have got 
on even so well as we have for many decades past. The United 
States is becoming a high-living, high-cost country beyond any 
previous experience. Unless their internal, as well as their 
external, eoonomic life is to become paralysed by the Midas 
touch, they will discover ways of life which, compared with the 
ways of the less fortunate regions of the world, must tend 
towards, and not away from, external equilibrium. 

Admittedly, if the classical medicine is to work, it is essential 
that import tariffs and export subsidies should not progressively 
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offset its influence. It is for this reason that one is entitled to 
draw some provisional comfort from the present mood of the 
American Administration and, as I judge it, of the Amerioan 
people also, as embodied in the Proposals for Consideration by an 
International Conference on Trade and Employment . We have 
here sincere and thoroughgoing proposals, advanced on behalf 
of the United States, expressly directed towards creating a system 
which allows the classical medicine to do its work. It shows how 
much modernist stuff, gone wrong and turned sour and silly, is 
circulating in our system, also incongruously mixed, it seems, 
with age-old poisons, that we should have given so doubtful a 
welcome to this magnificent, objective approach which a few 
years ago we should have regarded as offering incredible promise 
of a better scheme of things. 

I must not be misunderstood. I do not suppose that the 
classical medicine will work by itself or that we can depend on 
it. We need quicker and less painful aids of which exchange 
variation and overall import control are the most important. 
But in the long run these expedients will work better and we 
shall need them less, if the classical medicine is also at work. 
And if we reject the medicine from our systems altogether, we may 
just drift on from expedient to expedient and never get really fit 
again. The great virtue of the Bretton Woods and Washington 
proposals, taken in conjunction, is that they marry the use of 
the necessary expedients to the wholesome long-run doctrine. 
It is for this reason that, speaking in the House of Lords, I 
claimed that “ Here is an attempt to use what we have learnt 
from modern experience and modem analysis, not to defeat, but 
to implement the wisdom of Adam Smith/ * 

No one can be certain of anything in this age of flux and 
change. Decaying standards of life at a time when our command 
over the production of material satisfactions is the greatest ever, 
and a diminishing scope for individual decision and choioe at a 
time when more than before we should be able to afford these 
satisfactions, are sufficient to indicate an underlying contradiction 
in every department of our economy. No plans will work for certain 
in such an epoch. But if they palpably fail, then, of course, we 
and everyone else will try something different. 

Meanwhile for us the best policy is to act on the optimistic 
hypothesis until it has been proved wrong. We shall do well not 
to fear the future too much. Preserving all due caution in our 
own activities, the job for us is to get through the next five years 
in conditions which are favourable and not unfavourable to the 
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restoration of our full productive efficiency and strength * of 
purpose, of our prestige with others and of our confidence in 
ourselves. We shall run more risk of jeopardising the future if 
we are influenced by indefinite fears based on trying to look ahead 
further than any one can see. 

Ketnes 

King's College, Cambridge. 

[Invaluable help has been given by Mr. David McCurrach in 
the preparation of the above tables.] 
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THE BRITISH DEMAND FOR IMPORTS IN THE 
INTER-WAR PERIOD 

This note outlines a statistical investigation into (1) the 
factors determining Britain’s demand for imports during the 
cyclical changes of the inter- war period ; (2) the likely demand for 
imports if there had been full employment at home; (3) the 
behaviour of different categories of imported commodities. 

I. The Demand for Imports as a Whole 

The total British demand for imports is largely determined 
by changes in the National Income, increasing in times of business 
prosperity and falling with business decline. This connection is 
direct and obvious. Consumption is closely correlated with the 
level of income ; 1 and nearly half of British imports consists of 
food-stuff s for immediate consumption uses. Another substantial 
section of British import trade consists of raw materials and semi- 
manufactures (many of the commodities classified as manu- 
factured goods being in fact semi-manufactures which are the 
raw materials of British “ finishing ” industries) ; and the demand 
for this class of imports is directly determined by the fluctuations 
of basic economic conditions at home, which are in turn reflected 
in the changes of the national income. 

The observed relationship between changes in imports and 
changes in national income can be expressed in two ways. If we 
set out the changes in imports that typically result from a unit 
change in income, the relationship being measured is the 
“ marginal propensity to import.” 2 If we relate proportional 
changes in imports and in income, we are measuring the income- 

1 Alvin Hansen, Fiscal Policy and Business Cycles (New York), Chapter XI, 
Appendix. 

* With ordinary arithmetic scales, plot the crude figures of total imports 
(as Y) against the national income (as X). We get a series of points on a scatter 
diagram, one for each year,; and, because the relationship between Y and X 
is very roughly Unear, we can fit a line Y = a 4- bX to these points. “ b ” is 
the marginal propensity to import, dYjdX , and is a constant for all values of 
X. The average propensity to import at income X is the proportion of that 
income spent on imports, or ajX -f 6. If “ a ” is positive, the average pro- 
pensity exceeds the marginal propensity, but is a declining function of income. 
If “ o ” is negative, the average propensity is less than the marginal propensity 
and is an increasing function of income. If “ a ” is zero, the two propensities 
coincide. For the relationship of imports to national income investigated here, 
“ b ” is positive; but negative values of “ 6 ” must exist in the ease of inferior 
goods the demand for which rises with falling income. 
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elasticity of demand for imports.! The technique of correlation 
analysis is employed for the whole investigation. 

Let Y be the money value of the total annual retained imports 
of commodities, as reported by the Board of Trade ; and let X be 
the net national income at factor cost, as given by Bichard Stone. 1 * * * * * * 8 
Then the regression equation is : 

7 = 121*1 + 0-2J, 

the unit being million pounds. This shows that over the period 
as a whole, from 1924 to 1938, each change of £1 in the national 
income of the U.K. tended to be accompanied by a change of about 
four shillings in the value of retained imports. 8 On the average, 
23*1% of the national income has been spent on imports ; this is 
greater than the marginal propensity to import, which is therefore 
a decreasing function of income. This is to be expected, as nearly 
half of British retained imports consists of food-stuffs, the pro- 
portionate expenditure on which should decrease as income 
increases. 

The trends of the two time series were opposite to each other, 
national income showing a slightly upward trend, while the value 
of retained imports having a strongly downward movement owing 
to the violent fall in prices. The crude data therefore under- 
estimate the marginal propensity to import, and a better result 
is obtained by fitting a line to the data with trend eliminated, and 
by considering changes in income and imports instead of total 
amounts. The regression of yearly changes of imports on yearly 
changes of income gives the equation : Y = —37*7 -f 0-283X. 
When trend is eliminated by the method of least squares, the 
equation becomes y — 0*295*. These two results are close to each 
other; therefore we can conclude that the crude marginal pro- 
pensity to import is about 0*3. 

So far we have neglected changes in the terms of trade. But 
we can define the marginal propensity to import in real terms, 
the point of departure being the regression of quantity of imports 

1 If the scatter diagram is plotted with logarithmic scales, the regression 
coefficient of imports on income denotes the income-elasticity of demand for 

dY X 

imports. But a simpler way is to estimate the mean elasticity, e = ^ . y, 

from the equation F ~ a -f bX. {See H. Schultz, The Theory and Measurement 
of Demand, pp. 11KM92.) 

* Bichard Stone, The Analysis of Market Demand (reprinted from Journal of 

Royal Statistical Society, 1945). 

# No attempt has been made to correct the value of retained imports for 
imports used in making exports. A rough estimate shows that the correction 

would be small. 
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On real national income. The former aeries is derived by multi* 
plying an index of import quantity with the base at 1930 by 
the value of imparts in 1930 ; the latter series is the figures of real 
national income given by Stone. 1 When trend has been eliminated 
the regression equation is y — 0-1362, which gives a marginal 
propensity to import of 0-136. This is much smaller than the 
previous result, 0-3, the difference being clearly due to the fact 
that import prices fluctuated much more violently than domestic 
prices during the period covered. 

We cannot say that one of these results represents the “ true ” 
marginal propensity to import. 0*14 is probably the minimum 
value, while 0-14-0-3 is the range within which the marginal 
propensity to import fluctuated with changes in the terms of trade. 

For the data considered so far, the correlation coefficients are 
not very high ; but tests suggest that they are probably statistic- 
ally significant.® In other words, the assumption of a relation 
between fluctuations of imports and of domestic national income 
can probably be established. There are two reasons for the rather 
low values of the correlation coefficients. Firstly, there have been 
special causes for certain unusual movements of imports. For 
instance, in the year 1926 the long coal strike and the General 
Strike compelled British industries to use foreign raw materials 
for making both domestic consumption goods and goods for 
export. The most conspicuous example was the heavy increase 
in the importation of coal and of iron and steel semi-manufactures, 
which normally mainly came from domestic resources. Conse- 
quently the quantity of imports increased at a time when the 
domestic income was shrinking. 8 This tendency continued into 
1927 ; during that year there were exceptional imports of raw 
materials for use by the export industries in working off the con- 
tracts delayed by the previous stoppage. In 1928 this phase had 
passed, and it is not surprising to find that imports decreased and 
fell into line with movement of income. Again, the spectacular 
increase in imports in 1931, while domestic employment was 
declining, was due to heavy stock-piling of manufactured goods in 
anticipation of the imposition of a protective tariff. 

Secondly, the yearly national income figures fail to reveal 

1 Stone, op, cit. 

1 By using Fisher’s z* transformation , the correlation coefficients are statistic- 
ally significant. But this test is not, of course, valid for the correlation of time 
series, -owing to the presence of serial correlation. There is no satisfactory test 
which can be applied to a small number of observations of this type* 

• Taking 1924 as base, the increase in imports of all commodities was 8*6%, 
that of raw materials 19*0%, and that of manufactured goods 19*8%. 
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short-term fluctuations in home economic conditions, which often 
have an important influence on imports. Therefore, in order to 
study the behaviour of imports during the trade cyole, we shall 
relate them to the index of home employment, which is a very 
stable function of the national income, and is better able to 
reflect its short-term fluctuations. The index used is based upon 
the estimates of employed persons subject to insurance, excluding 
persons sick or on strike, published in the Ministry of Labour 
Gazette. It follows that henceforth we shall be calculating 
employment-elasticity instead of income-elasticity ; the employ- 
ment-elasticity being defined as the ratio of the proportionate 
change in the quantity of imports to the proportionate change in 
home employment, when the import price remains constant. 

The regression equation for quantity of imports and home 
employment, trend being eliminated, is : y — 0-685x, with 
correlation coefficient equal to -{-0*54; which means that one 
point change in the index of home employment tended on the 
average to be accompanied by about 0*7 point change in the 
quantity of imports. This regression coefficient is a crude one, 
since other factors influencing the behaviour of imports have been 
ignored. But it enables us to make an approximate investigation 
into another interesting problem — namely, the temporal relation- 
ship between imports and home employment. On a priori 
grounds, one would expect fluctuations in employment to lead 
those in quantity of imports. Is this expectation confirmed, and 
what is the length of the lead ? We find the correlation between 
the two variables when one is shifted forwards or backwards a 
certain number of months ; the time-difference is then given by 
the largest of the correlation coefficients found. In this case we 
make a rough approximation by using quarterly figures of em- 
ployment. Thus, in order to calculate our correlation coefficient 
when employment leads by one quarter, we pair off the average 
employment from the fourth quarter of 1923 to the third quarter 
of 1924 with the imports for 1924; and so on. 1 The results 
obtained are as follows : 

Correlation 

coefficient. 

Employment leading by two quarters . . 0*60 

Employment leading by one quarter 0*64 

No lead 0*54 

Employment lagging by one quarter . 0*50 


1 Both the monthly figures and the quarterly figures of quantity of imports 
published in the Board of Trade Journal are not complete for all the years under 
investigation; therefore we have to use the yearly figures. The quarterly 
figures of home employment oen be found in the Ministry of Labour QaaeUe. 
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It appears that fluctuations of employment lead those of quantity 
of imports by between one and two quarters. 

We must now discuss further the employment-elasticity (or 
income-elasticity) of the demand for imports during the trade 
cycle; inquiring in particular whether the import price level, 
which has so far been neglected, is an equally important deter- 
minant of quantity of imports. We want to know the size of its 
effect, and whether the employment-elasticity will be different if 
import price is taken into consideration. 

Table I 

Indices of Quantity of Imports, Import Prices, and Home 
Employment (with Trend Eliminated) 


Year. 

(i) 

Total 

retained 

quantity. 

(2) 

Home 

employment. 

_ O) . 

Import price. 

(a) Average 
value in 
wage-unit. 

(6) Average 
value after 
correction. 

1924 

95-5 

103*3 

108 

105*6 

1925 

1000 

102*9 

103 

103*9 

1926 

104*3 

95*9 

100 

98*2 

1927 

105*4 

104*6 

99 

99*2 

1928 

99*2 

103*3 

105 

105*8 

1929 

103*4 

104*1 

107 

105*1 

1930 

102*4 

98*6 

100 

93*9 

1931 

104*5 

93*7 

85 

83 4 

1932 

90*5 

91*9 

83 

91*2 

1933 

91*7 

94*0 

84 

94*3 

1934 

95*8 

95*4 

90 

96*8 

1935 

96*0 

98*5 

96 

100*4 

1936 

101*9 

102*5 

102 

102*9 

1937 

107*8 

106*6 

120 

110*0 

1938 

102*0 

104*9 

117 

108*0 


If we plot quantity of imports and employment logarithmically, 
as shown in Fig. 1, we obtain as the equation of the fitted line : 

log y — 0’81 -f 0595 log x, 

with correlation coefficient equal to -f 0*56. This means that the 
crude elasticity of demand for imports is 0*595 — fairly inelastic. 
If the correlation coefficient had been high — that is, if the devia- 
tions of the observed values from the fitted line had been small — 
we should have deduced that changes in import price and other 
disturbing causes had had little effect, and could be disregarded. 
But the actual value of the correlation coefficient is low enough 
to suggest that, even after allowing for the random changes in 
1926 and other years, home employment may not have been the 
only factor affecting the quantity of imports. We observe that 
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in the years after the return to gold, when import prices were low 
relative to domestic prices, the observed values lie above the 
fitted line in Fig. 1. After 1932, when the pound sterling had 
depreciated, the observed values lie below the fitted line. It is 
therefore reasonable to suppose that the variations in import 
prices are the disturbing factor. 

The relationship between the quantity of imports and the 
import price is not a simple one. Firstly, the cost of buying 
imported goods (from the point of view of the domestic consumer) 



Fio. 1. 

Showing the correlation between the quantity of imports and home 
employment. 


is not the price quoted by the foreign sellers, but the quoted price 
o.i.f. plus import duties. The Board of Trade index of import 
prices does not make allowance for changes in tariffs. When we 
come to consider the behaviour of separate categories of imported 
goods, we shall have to make elaborate corrections for tariffs; 
but for our present purpose it will be sufficient to add to the 
annual values of imports the Customs revenue for the appropriate 
year. We then reduoe these figures to an index- of import value 
including tariff, on the base 1930 ; dividing by the index of quan- 
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tity on base 1930, we obtain an index of import price with import 
duties added. 

Secondly, it would seem a priori that at a given level of home 
employment the quantity of imports would vary inversely, not 
with the absolute level of import prices, but with the relative level 
of import and domestic prices. For domestic products compete 
with imports for the purchasing power in the hands of consumers. 
Hence, taking the Ministry of Labour’s cost-of-living index as 
the best representative of domestic prices, 1 we derive the “ relative 
import price level after allowance for duties,” as shown in column 
(3) (b) of Table I, by dividing the index of absolute import prices 
by the cost-of-living index. 

Actually, over the period 1924-38 there has been a linear 
correlation of magnitude of 0-955 between British import price 
level (corrected for tariff) and the British cost-of-living index; 
the amplitude of the fluctuations of the import price being, how- 
ever, much greater. Within narrow limits a particular level of 
import price has been associated with a particular level of domestic 
price, both being no doubt influenced by the common factor, 
British home employment. It follows that if a particular absolute 
import price level is associated with a given level of employment, 
so also is a particular relative import price level. 

But of course in the inter-war period there were many instances 
where changes in the conditions of supply of British imports — 
that is, in the absolute import price level — were related to the level 
of British home employment. Thus the correlation between 
quantity of imports and corrected relative import price is positive, 
+0-24. This would seem to mean that the price-elasticity of 
British demand for imports is positive ; which sounds absurd, for 
in theory the elasticity of the demand for a commodity with 
respect to its own price must be negative even in the case where it is 
an “ inferior ” commodity and the income effect outweighs the 
substitution effect. This phenomenon of positive correlation can 
be explained by the fact that, as the U.K. was the chief importer 
of certain important world exports, the world export prices (or 
the British import prices) were bound to move in the same 

1 The reason for not using the wholesale price index is that, besides its defect 
of inadequate weighting of manufactured goods, it inoludes the prices of the 
same goods in intermediate productive process — e.g., raw cotton and cotton 
yam. The cost-of-living index, which includes items entering into final con- 
sumption, is therefore considered to be a better theoretical measurement of the 
movements of domestic prices. Besides, the wholesale price index of the Beard 
of Trade consists of prices of many imported goods. Cf. J. M. Keynes, A TreaiUt 
on Money , Vol. I, Chapter IV. 
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direction as British domestic employment. When employment 
was high, the quantity of imports was high, and therefore import 
prices tended to rise; and vice versa. This effect would be 
strengthened by the tendency of British employment to move with 
world employment. Therefore our regression equation of quantity 
on prioe represents, not the demand function with respect to price, 


Logy 

( Relative Price Level) 



Fro. 2. 

Showing the correlation between home employment and corrected import 

prioe level. 

but the foreigners’ supply function for British imports. In order 
to get a clear idea of the influence of price on quantity, we must 
separate statistically the effect of employment changes on the 
import prioes. 

The dose association of import prioe with domestic employ- 
ment is illustrated in Fig. 2. 

The regression equation is : 

log y — —0*6081 -f- 1*3036 log x 
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with r = +0-86. It is interesting to note that this diagram 
shows a variation reverse to that in Fig. 1. By careful com- 
parison, we can see that in the years in which the import prioe was 
high in relation to domestio employment, the quantity of imports 
was low in relation to employment ; and the converse is also true. 

The fact that the slope of the regression line is 1*3 means that 
prices fluctuated more violently than domestic employment. 
During the years of depression the suppliers of British imports 
Logy 

( Quantity-Deviations ) 



suffered not only from a shrinkage of the quantity exported to 
the U.K., but also from a fall in the value per unit imported. 

From the results illustrated in Figs. 1 and 2, we can now 
calculate the price-elasticity after allowing for the influence of 
changes in home employment on both the quantity and the price. 
We do this by correlating the deviations from the quantity- 
employment function (shown in Fig. 1) with the deviations from 
the price-employment function of Fig. 2. The result is shown 
in Fig. 3, and the correlation is negative. 

The regression equation is : 

log y = +3*1745 - 0*6873 log x, 
with r « —0*56. The correlation coefficient represents, in 
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statistical language, the “ partial correlation ” between quantity 
and price. The negative correlation apparently reveals that, 
besides being directly sensitive to changes in domestic employ- 
ment, the quantity of British imports also varies inversely with 
changes in price. The price-elasticity, —0*69, indicates a 
“ moderate inelasticity,” which may be explained by the inelastic 
demand for the food-studs which form nearly half of British imports. 

Proceeding by the same method, the partial correlation 
between quantity of imports and home employment, keeping price 
constant, is +0*70, which is larger, and therefore" shows a better 
fit, than the crude simple correlation coefficient, +0-56, for the 
data of Fig. 1. 

We can now combine our results to form a demand function 
for British imports. Let x x be the quantity imported; x a the 
home employment, when price is kept constant; and x 3 the 
corrected relative price, when home employment is kept constant. 
Then the regression coefficients of log x 1 on log x a and log x 3 will 
indicate respectively the employment- and the price-elasticity of 
British demand for imports. The regression equation is : 

log x t — +0*4207 + 1*4297 log x 2 — 0*6405 log x s . 

The multiple correlation between quantity of imports (as dependent 
variable) and home employment and corrected relative price (as 
independent variables) is of the magnitude of 0*75, showing that 
in the period considered the variables of employment and price 
explain 56% of the variance in quantity of imports. This is 
quite satisfactory considering the random factors which also affect 
imports. 

Two conclusions may be drawn from the last equation. 
Firstly, the employment-elasticity, at +1*43, though fairly high, 
is not as high as in other industrial countries. Secondly, the 
price-elasticity is “ moderately inelastic ” ; and therefore any 
deliberate attempt on the part of suppliers to decrease their 
prices will not increase the quantity they export to the U.K. 
proportionately. On the contrary, as the experience of the 
depression proves, such an attempt will make their balance of 
trade with the U.K. still worse. 1 

1 This applies only to those (uppliers whose exports consist mainly of “ low- 
price-elasticity ” agricultural products and whose exports to the U.K. are a very 
high proportion of their total exports. The situation is, of course, different in 
the case of those suppliers’ whose exports are mainly manufactured goods of 
high price-elasticity (see Section HI below). But since the former case pre- 
dominates in the British import trade, our argument is generally true* 
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n. British Demand fob Imposts under Full 
Employment 

We can now ask : “ What would have been the value of total 
retained imports if the U.K. had attained full employment in 
1938 ? ” Contrasted to Sir William Beveridge’s assumption that 
under full employment 97% of wage-earners are employed, we 
take a conservative estimate of 95%. 1 In 1 938 the annual average 
of the total numbers of wage-earners insured under the General 
Insurance Scheme were 13-6 millions. Assuming similar varia- 
tions in employment among non-insured workers, employment at 
full-employment level would have been 12-9 millions, which is 
equal to 131-9% of 1930, or 118-7% if trend is eliminated. 1 If the 
same relative import price level had prevailed under full employ- 
ment, the quantity of imports with employment at 118-7 would 
have been 121-4%, or 127-4 with trend added. The aotual value 
of retained imports in 1938, when the quantity was at 107 with 
respect to 1930 was equal to £858-8 millions; the value at full 
employment would have been £1,022 millions — i.e., 858-8 x 
127-4/107. 

However, £1,022 millions is the minimum figure for the value 
of total retained imports under the assumption of full employ- 
ment in 1938. In fact, the combined effect of unfavourable 
change of relative import price level and the low home price- 
elasticity would have increased the value of imports to a much 
higher figure. Domestic prices would have risen as a result of 
full employment, and the consequential increase in the demand 
for imports would also have increased the import prices. On 
balance, the relative import price level would have become un- 
favourable to the U.K., because prices of agricultural produce and 
raw materials are subject to greater fluctuations than are prices of 
manufactured goods. This is justified by the experience that 
during the inter-war period one point change in British cost-of- 
living index has been on the average associated with 2-3 point 
change in the index of import prices. 2 Therefore, corresponding 
to different relative price levels assumed to have prevailed in 

1 Sir W. Beveridge, Full Employment in a Free Society, pp. 124-131. E. A. Q. 
Robinson, in his review of this book, has given reasons for the improbability of 
unemployment being reduced to 3% (Economic Aoobkai* April 1948, pp. 70-76). 

1 Theoretically it is better to use the figure of total working population. 
But, since all our calculations cue based upon the index of estimated insured 
persons in employment, here we have to use the same index, which is probably 
an adequate approximation. 

' The re gre s sio n equation is : (Absolute import prioe including tariff) «= 
2-3 x (cost-of-living) — 119-8, with r =■ +0-966. 
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1938, there would have been different values of the total retained 
imports. We summarise our results in the following table : 1 

Table II 

Theoretical Values of Total Retained Imports at Full Employment 
under the Assumption of Different Price Levels 


(1) 

Cost-of-living 

Index 

(% of 1088). 

(2) 

Absolute import price 
(theoretical value 
corresponding to (1)). 

(3) 

Value of total 
retained imports 
(£ mn.). 

no 

119 9 

1,194 

115 

130-7 

1,272 

120 

141-5 

1,347 

125 

152-2 

1,421 

130 

163-3 

1,403 

135 

174-1 

1,563 


III. The Varying Nature of the Demand fob Imports 
Over the trade cycle there has been a close association of total 
quantity of imports with home employment and with corrected 
relative price ; but, nevertheless, individual categories of imported 
commodities have manifested a variety of behaviour patterns, 
reflecting different types of domestic demand for imports. For 
instance, the behaviour of imported producers’ goods differs con- 
siderably from that of consumers’ goods; imports of finished 
products vary differently from those of raw materials and semi- 
manufactures ; fluctuations in imports of consumers’ luxuries are 
different from those of essentials, and so on. 

Those various patterns of change will be further complicated 
by fluctuations of inventories or stocks. Inventories tend to 
fluctuate with the trade cycle and to amplify the cycle. The 
reason for this is the entrepreneurs’ need to carry several months* 
stocks in the normal process of production; so that increasing 

1 The table is obtained as follows. Let C be the assumed cost-of-living index 
as % of 1038; then this is 0-047% of 1030. From the equation of the previous 
footnote, therefore, J, => 2-3 X 0-047 — 110-8, where I, is the (absolute) import 
price including tariff. We thus obtain /,/O-047O ■=> S', the ratio of import price 
to the cost of living — the relative import price; and from this we remove 
the trend, obtaining a value B. Substituting this value S, with home employ- 
ment at full-employment level, into the equation on page 107, we get quantity 
of import without trend. To (his we add back trend, obtaining the quantity 
whioh would have been imported in 1038 under fulKemployment, with our 
assumed value of O. In order to obtain the value we must multiply by import 
price without tariff; the tariff rate increased the price of total imports by about 
12-0% in 1038 and our required value is therefore : 

(Quantity imported under full employment including trend) X (0-881,) X 

_____ _ _ _ (Aotaal value in 1088) 

(Aotual quantity! 1988) x (Aotoal prioewSEm! tariff, 103i) 
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consumers’ expenditure makes entrepreneurs add to their stocks 
in order to preserve their normal inventory ratio. Moreover, 
sometimes the element of speculation comes in to amplify the 
cyclical fluctuations. 

In the case of the U.K., many categories of raw materials and 
semi-manufactures are imported both for home-consumption uses 
and for making exports. If the latter demand predominates over 
the former, then the quantity imported is determined, not so much 
by the general economic conditions at home, as by the exports of 
the corresponding category of manufactured goods. The import 
of raw cotton is a typical example. 

This section also uses partial correlation analysis, but it involves 
a more elaborate technique. The basic data are the Board of 
Trade indices of quantity and average value for retained imports, 
which are given for five groups of commodities, of which we shall 
neglect two, “ Annuals, Not for Food,” and “ Parcel Post.” 
The index numbers are given for the years 1928-29 on base 1924 ; 
for 1924 and 1931-36 on base 1930 ; and for 1936-38 on base 1936. 
H. W. Macrosty has given the figures for 1926-27 on base 1924. 1 
We can therefore link all these together to give a continuous series 
on base 1930. 

A more elaborate method is required for the tariff corrections. 
We must give separate considerations to specific duties, ad 
valorem duties, and Imperial Preference. The method adopted 
is to obtain from the Board of Trade Journal all the duty changes 
in the period, ignoring the effect during fractions of a year; then 
to work out the average duty on the category for the year 1924, 
using as weights the value of the items imported in 1930; and 
finally to correct this from year to year as the duties were altered 
(i.e., by adding or subtracting each change in duty multiplied by 
the proportion which the value of the item to which the change 
applied bore to the total value of that category imported in 1930). 
In the case of specific duties, the duty was reduced to a per- 
centage of the value per unit in 1930 of the item to which it 
applied, and the average specific duty was compiled as a separate 
series. This is therefore added to the average value instead of 
being multiplied into it. s 

1 H. W. Macrosty, “The Oversea Trade of the United Kingdom, 1024-81,” 
Journal of Royal Statistical Society , 1932. 

* The late P. E. Marrack has discussed the problem in great detail in an 
unpublished article ; and this formula is his. He has made the corrections for 
several series for the years 1928-38, and also graphic representations showing 
the correlation between quantity, price and employment (without elimination of 
the trends). 
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Let At = the average ad valorem duty on commodities im- 
ported from British countries, 

Af = the average ad valorem duty on commodities im- 
ported from non-British countries, 

St = the average specific duty on commodities imparted 
from British countries, 

S/ = the average specific duty on commodities imported 
from non-British countries, 

It — the total value of imports in the category under con- 
sideration from British countries, 

I { = the same total for imports from non-British 
countries, 

P *as the Board of Trade Index Number of average value, 
P, — the index of average value corrected for tariffs. 

Then, 

p T> Ib{Ab + 109) -j- IjjAf -}- 100) , ItSt + IfSf 

* ioo (/ 6 + if) it -j- if 

Moreover, it is theoretically desirable to express the price in 
wage-units. We make corrections accordingly. The final result 
is the “ average internal value of retained imports in wage-units.” 

Let a- x = log (quantity of imports), 
x i — l°g (home employment), 

x 3 — log (import price in wage-units corrected for tariffs), 
x 4 = log (price in wage-units of similar home-produced 
goods). 

If we take the quantities for a particular category of imports, we 
obtain a demand function for that category : 

x 1 = a -f- bx t — cx 3 -f- dx t . 

The regression coefficients +b and — c are approximations to the 
employment-elasticity and price-elasticity of demand for imports. 
In contrast to the analysis applied to total imports, this conclusion 
is correct only under certain assumptions. These assumptions are : 
(1) that the quantity of imports is very large or very small com- 
pared with the home supply, or (2) that the home supply is very 
elastic to home price and is not much affected by general changes 
in home employment. If these assumptions are not fulfilled (or, 
in other words, if changes in x % and x B react on * 4 ), we require to 
know both demand and supply functions for home-produced goods 
used as substitute for the category of imports in question. 

We now turn to the actual data. The three Board of Trade 
groups which we are considering are : (a) Food, Brink and Tobacco, 
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(6) Raw Materials and Articles Mainly Unmanufactured, and (c) 
Articles Wholly or Mainly Manufactured. This classification is 
not without defects, for in the third group many articles are in 
reality semi-manufactures imported for the final prooess of pro- 
duction in this country. But, even so, the employment- and price- 
elasticities of these general groups will be interesting and useful. 

(a) Food, Drink and Tobacco . — The import price index is 
corrected for tariff changes, and then expressed in terms of the 
relative price level (as we have done before for the total imports) — 
i.e., it is divided by the Ministry of Labour’s cost-of-living index. 
Finally it is deflated by the index of money wage-rates, published 
by the London and Cambridge Eoonomio Service. 

The simple correlation between quantity of food imports and 
home employment is negative, -0-54. At first sight this is 
absurd, since the commodities of this group cannot in general be 
“ inferior goods.” But the data show that the price moves in 
the same direction as home employment, so that the phenomenon 
can be accounted for in either of two ways : firstly, if the quantity 
is very inelastic with respect to employment, but very elastic with 
respect to price; secondly, if the quantity is inelastio with 
respect both to price and to employment, but prices have fluctuated 
so greatly that they outweighed the influence of employment. 
We can choose between these explanations only after using partial 
correlation analysis. 

The partial correlation coefficients are as follows : 

Quantity on employment, with prioe constant . . 4-0*65 

Quantity on prioe, with employment constant . . —0*80 

Employment on price, with quantity constant . . 4*0*01 

The partial regression equation is : 

log x t = 1*6268 + 0*66 log x % — 0*314 log.r a , 

where x v x t and x s are quantity, employment and prioe respec- 
tively. The multiple correlation coefficient is 0*86. 

As would be expected, the demand is inelastio with respect 
both to employment (4-0*66) and prioe (—0*314), so we must 
choose the second explanation for the apparent anomaly mentioned 
above. The multiple correlation coefficient means that 76% of 
the fluctuations in the quantity can be explained by means of the 
variables of employment and relative prioe. 

By tiie same method we obtain 4-3*7 for the partial regression 
or relative price on employment, quantity being kept constant. 
In other words, 1% change in home employment was on the 
average accompanied by a 3*7% change in relative prioe level. 
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Thus while the 1% increase in employment increased the quantity 
of imports by 0*55%, the simultaneous increase in relative price 
(associated with increase of employment) decreased the quantity 
by 3-7 x 0*314, or 1*16%. Thus there was a net decrease in 
imports of food-stuffs. 

(b) Raw Materials and Articles Mainly Unmanufactured . — 
After correction for tariff, the absolute import price level is 
divided by the Board of Trade index of wholesale prices of 
industrial materials,* thus giving a relative price level. The 
regression equation is : 

log x x = 0*1167 + 1*4912 log x 2 — 0*551 log x 8f 

with a multiple correlation coefficient equal to 0*746. 

(c) Articles Wholly or Mainly Manufactured . — The import 
price level corrected for tariff is divided by the same index as in (6). 
The regression equation is : 

log x x = 1*3942 -f 1*4420 log x 2 — 1*12 logrr 3 . 

The demand for imports in this category is seen to be elastic 
with respect to variations in price ; doubtless because most of the 
imported manufactures can be produced at home. The multiple 
correlation coefficient is 0*975, which means that only 5% of the 
fluctuations in quantity of imports cannot be explained as con- 
nected with variations of employment and prices. 

(d) Elasticities for Certain Particular Categories of Imported 
Commodities. — Table III shows the elasticities of demand for 
certain imported commodities with respect to employment (E e ) 
and absolute import price in wage-units (E t ) ; and in several cases 
with respect to home price of substitute ( E h ). The multiple 
correlation coefficient ( R ) for each category is also listed. It 
is interesting to note that on the whole the elasticities of the 
particular categories conform to those of the group to which they 
belong. For food-stuffs, E § and E { are both less than unity; 
raw materials have E t greater than 1, but 25* less than 1 ; manu- 
factures have both elasticities greater than 1. 

Some imports are mainly purchased by consumers for the 
purpose of immediate or “ deferred ” consumption; others are 
used for the production of consumption goods; while some 
imports are mainly producers* goods. Table III is therefore 
divided into these three classes.* 

1 This index suffers from the defeot that it consists of prices of many im- 
ported raw materials. We use it as deflator because of no better alternative. 

4 This classification is arbitrary; but it reflects the economic behaviour of 
a society better than the classification given by the Board of Trade. 

No. 222.— VOL. LVI. P 
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Table III 

Elasticities for Certain Particular Categories of Imported 
Commodities * 



R. 

E 0 . 

Ei. 

E t . 

1 1 1 
I. Goods Mainly Purchased by Consumers. 



(1) For immediate consumption : 





Meat (Id). 

0-85 

012 

—0*48 

40*72 

Animals, living, for food (I c) 

0-76 

0*29 

—0*38 

— 

Dairy produce (I e) f . 

0*89 

0-43 

-0-34 

-f*0*17 

Fresh fruits and vegetables (I f ) f . 

0-87 

0*66 

-0-47 

+0-36 

Grain and flour (la). 

0-94 

0-84 

-0-59 

4-0*24 

Tobacco (I i) J 

0-89 

0*98 

—0*46 

— 

Feeding-stuffs for animals (lb) 

(2) For “ deferred ** consumption : 

0-70 

2-00 

-013 

— 





Other textile goods (III 1) 

0-87 

1-30 

— 1*70 

— 

Apparel (III m) . 

Wood and timber manufactures (III h) . 

0-75 

1-29 

— 1-80 

— 

0*83 

1-70 

-1-80 | 

— 

Cotton yam and manufactures (III i) 

0*91 

202 

-4*69 

4-3*82 

Cutlery, hardware, etc. (Ill c) 

0-80 

2-30 

-M0 1 

— * 

Pottery, glasses, etc. (Ill b) . 

0-85 

310 

-5*90 j 

— 

Woollen manufactures (III j) 

0-81 

3*60 

-5*40 | 

— 

Silk manufactures (III k) 

0-78 

4-70 

-M2 | 

— 


II. Goods Mainly Entering into the Production of Consumers ' Goods. 


Paper-making materials (II 1) . 

0*87 

0*72 

-0*10 

— 

Wool and woollen rags (II g) . 

0*74 

0*89 

-0*47 

— 

Other textile materials (II i) 

0 90 

1*01 

-0*21 

— 

Hides and skins, undressed (II k) 

0*76 

1*05 

-0*43 

— 

Raw cotton and cotton waste (11 f) . 

0*66 

1*37 

-0*25 

— 

Raw silk (II h) 

0*75 

4*10 

-0*46 

— 

III. Goods Mainly Entering into Production in General : J 

Producers' 

Goods. 

Oil-seeds and nuts, etc. (II j) . 

0 86 

0*90 

-0*72 

— 

Oils, fats and resins, manufactured (III p) . j 

0 64 

0*91 

-0*72 

— 

Wood and timber (lie). 

0*60 

2*13 

-0*41 

— 

Electric goods and apparatus (III f ) . 
Non-metalliferous mining and quarry pro- 

0 88 

3*10 

-5*90 

— 

ducts (except coal) (II b) 

0*96 

3*10 

— 1*31 

- - 

Machinery (III g) . 

Non-ferrous metals and manufactures 

0*95 

316 

-2*10 

— 

(III d) 

Non-ferrous metalliferous ores and scraps 

0*69 

3*40 

-4*50 

— 

(II d) 

0*86 

4*14 

-0*31 

— 

Iron and steel manufactures (III c) . 

0 72 

5*10 

— 1*15 

— 

Vehicles (His) 

0*84 

6*45 

-M0 

— 

Iron ore and scrap (II c) . 

0*94 

i 

9*45 

-1*91 

41*27 


* The number in parentheses indicates the Category number in the Board of 
Trade's classification. The rest of the categories have not been dealt with. 
The sources of the price of home-produced substitute are : 

(1) Meat : Compiled by taking weighted average of the prices of mutton, 
beef, lamb and pork, as published in Agricultural Statistics . 

(2) Dairy produce : Compiled by taking weighted average of the prices 
of milk, egg, cheese and butter, published in Agricultural Statistics • 

(3) Fresh fruit and vegetables : The price series of “ Fruit, vegetables 
'and glasshouse produce ” has been published in Agricultural Statistics for 
the years 1927-38. 

(4) Grain and dour : For 1927-38 the price series of “ cereal and farm 
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The square of the multiple correlation coefficient indicates 
the percentage of fluctuations in quantity of imports which can be 
accounted for by a linear relationship with the variations of 
employment and import prices (and in several cases also of the 
home prices of substitutes) . In our present study, the significance 
of the correlation is different for individual categories of com- 
modities. But in general we may say that the changes in home 
employment and import prices are important factors in deter- 
mining the behaviour of individual commodities. 

With the exception of “ feeding-stuffs for animals,” all cate- 
gories in the group of “ immediate consumers’ goods ” are rather 
insensitive to employment changes. This is in accordance with 
the fact that consumption, though closely related to income, 
changes less than in proportion to income. The price elasticities 
are low, because the U.K. is not self-sufficient in food-stuffs, and is 
therefore bound to buy abroad. The presence of home-produced 
substitutes does not alter the situation, as their total quantity is 
small in relation to the total home consumption. 

The “ deferred consumers’ goods ” show an elastic demand 
with respect to changes in employment. The employment- 
elasticity of silk manufactures is very high, because they are 
generally luxuries. The demand in this group is elastic with 
respect to changes in import price because there are home-pro- 
duced goods competing with the imports. 

Most of the raw materials in the Group II show an elastic 
demand with respect to changes in employment ; but all of them 
are inelastic to changes in import price because they cannot be 
produced at home. 

The demand for “ producers’ goods ” is very elastic with 
respect to changes in employment. This reflects the fact that 


crops** in Agricultural Statistics; for 1924-26 the prices of wheat, oats and 
barley. 

(5) Cotton yam and manufactures : It is obtained from the unpublished 
dissertation of Mr. Y. N. Hsu. 

(6) Iron ore and scrap : The index of the home price of scrap can be 
obtained from Mr. Tew (also unpublished dissertation). The average value 
of iron ore per ton can be computed from the statistics of total .weight 
produced and of total value, published in Statistics of the Iron and Steel 
Industries, 1937, then it has been reduced to an index number on base 
1930. The figure for 1938 is based upon estimation. Finally, the two 
indices have been given the same relative weights as ore and scrap have 
in the import index, to combine into a single index. This is the method 
used by Marrack. 

t For 1928-38 only. 

X The index of quantity has been corrected for changes in stocks. 
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employment in the heavy industries fluctuates much more than 
employment in general. Where there are substitutes produced at 
home, the demand is also elastic with respect to changes in 
import price. 

Moreover, if a considerable part of certain raw materials is 
used for making exports, then the volume of British exports 
of those particular manufactured goods is also an important 
factor in determining demand for imports. Raw cotton and wool 
are two typical examples. Let E x be “ export-elasticity ” ; 
our results are as follows : 



R. 

E.. 

Ei- 

E,. 

Raw cotton and cotton waste : 

(1) As shown in Table III 

0 60 

1*37 

-0*25 


(2) Including volume of exports of cotton 
manufactures as a variable . 

0*91 

0-65 

—0 31 

+0*83 

Wool and woollen rags : 

(1) As shown m Table III . 

0-74 

0*89 

— 0*47 


(2) Including volume of exports of wool- 
len manufactures as a variable 

0 87 

0*32 

-0*39 

-f0*66 


IV. Summary 

The findings discussed above may be summarised as follows : — 

(1) The total British demand for imports is largely determined 
by changes in home employment ; and the level of relative import 
price is also important. The demand with respect to the changes 
in employment is elastic ; but inelastic with respect to changes 
in price. 

(2) The marginal propensity to import of the U.K., which 
fluctuates with changes in terms of trade, probably lies within the 
limits of 0-14 to 0-3. 

(3) The value of the British demand for imports under full 
employment and 1938 conditions cannot be less than £1,300 
millions, because the terms of trade are likely to turn against 
the U.K. 

(4) Individual categories of imported commodities manifest 
a variety of behaviour patterns, reflecting the different types of 
domestic demand for imports. In most cases changes in general 
home employment and in import price are still important factors. 
On the whole, the employment- and price-elasticities of particular 
categories conform to those of the group to which they belong : 
food-stuff s have both elasticities less than unity; manufactures 
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hare both greater than unity; for the raw materials, employ- 
ment-elasticity is greater than unity and price-elasticity is less 
than unity. But in some cases changes in stocks, prices of home- 
produced substitutes and volume of British exports of particular 
manufactures are also important. 

Tse-Chttn Chang 

St. John' 8 College, 

Cambridge. 



THE FUTURE OUTPUT OF THE CONSTRUCTIONAL 
INDUSTRIES IN THE UNITED STATES 

The prosperity not only of America, but also of many other 
parts of the world, is dependent on recovery being set in motion 
in that country on the first signs of a slump, and on sufficient 
effective demand being brought continuously to bear on all the 
available factors of production. The part to be played in this 
prosperity by the constructional industries is to some extent 
obscured in America, as indeed also in Great Britain, by the 
“ unbalanced ” peculiarities of the immediate post-war situation, 
during which, in both countries, economic recovery is being 
dominated by the need for replenishing inventories and for 
general readjustment to civilian demand. This will be the period 
of the initial boom. In this period the constructional industries 
will compete with other industries for temporarily scarce factors. 

But in a longer run, especially in America, there may be an 
acute necessity for a large volume of constructional activity to 
ensure that all the resources of the country are absorbed. Indeed, 
the need for a large constructional programme to absorb un- 
employed labour may everywhere arise sooner than has been 
commonly anticipated. Some studies of American conditions 
suggest that under full employment it may be a key-point of the 
economy, 1 and this country, too, may find that the full employ- 
ment of building and civil engineering labour needs a carefully 
adjusted demand. In Germany, also, though figures are lacking, 
it may be difficult to keep a de-industrialised population fully 
employed without a considerably expanded constructional labour 
force, and this provides an example of a similar planning problem 
that may well be compared in size with the problem in America. 

As Mr. Rasminsky has pointed out, 8 unless there is a com- 
plete embargo on international trade, no country can insulate 
itself from the shocks likely to be caused all over the world by ft 
recession in the American economy. The future prospects of the 
constructional industry in that country, therefore, have a special 
importance for the well-being of the world, and particularly for 

1 E.g., wages and salaries under full employment are estimated for contract 
construction at 192% above the 1944 level in Table IV of “ Incomes from Wages 
and Salaries in the Post-War Period,” by R. J. Myers and N. A. Tolies (Monthly 
Labor JRetaeu?, September, 1945). 

* Economic Jottrnax, June 1945. 
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Great Britain, with its relatively high proportion of foreign trade 
to total national income. 

The constructional industry has a greater importance for the 
internal economy of America than is commonly realised. As 
Professor Alvin Hansen has remarked, 1 “ With respect to the 
Great Depression of the ’thirties, it is worthy of note that the 
constructional boom of the ’twenties was the greatest in our 
history and that the precipitate decline in building after 1928 
exceeded that in any earlier period.” It is commonly accepted 
that, in America, the building cycle is on the average about twice 
as long as the major business cycle 2 — that is, about seventeen 
years, as against eight and a fraction, and the result of the two 
cycles together is that every alternate major business boom 
coincides with a boom in building construction. 2 It is clear, 
then, that after the interruption of the war, the business cycle 
that is now about to run its course in America is one of those 
likely, according to the evidence of a century, to coincide with 
an acceleration in constructional activity. 

What, then, are the prospects? Does the American con- 
structional industry really Btand at the beginning of a period of 
intense and sustained activity? At what rate will the labour 
force on building enterprise, in fact, be built up ? It is useful to 
consider, although at the disadvantage of being separated by 
the Atlantic from the actual conditions under discussion, what 
these prospects seem to be. In the following pages the informa- 
tion available in this country, including the many highly specialised 
studies made by the American Bureau of Labor Statistics and 
National Resources Planning Board, has been used to assess the 
likelihood of such a boom. Moreover, the discussion that follows 
may throw some light on the nature of the problems inherent in a 
large-scale building programme. 

It is necessary to discuss : — 

(a) the magnitude of the man-power problem, and the 
rate of build-up of labour employed on construction ; 

(b) the total value of the public and private demand for 
housing and building anticipated by American economists 
writing on this subject. Some of the articles under con- 
sideration were written some months ago, 4 and the position 

1 Fiscal Policy and Business Cycles, p. 24. 

* Op. e it., p. 22. 

* Professor Hansen gives 1837, 1867, 1878, 1893 and 1929 as dates of business 
boom turning-points that coincided with recessions in constructional activity. 

4 E.g., Robinson Newcomb : “ Can the Construction Industry Cany its 
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needs to be re-assessed. 1 Furthermore, it is interesting to 
consider some of the wider aspects of the problem, and to 
attempt to relate the anticipated building boom to the 
general background of American economic conditions. 
(6) may be considered under the headings : — 

(6) (i) the social and economic factors affecting the 
demand for housing and building ; 

( b ) (ii) whether some demand law for housing may 
be devised and used as a basis for roughly computing the 
likely magnitude of demand in the future. 

Thirdly, there remains 

(c) the relation of construction to the National Income 
in the United States as compared with this country, and the 
time-lags involved in establishing a “ normal ” relationship. 

From a discussion of these points it may be possible to draw 
some general conclusions as to the economic importance of an 
American building boom. 

(a) Magnitude of the Man-power Problem 

The rates of build-up, planned or discussed for the construc- 
tional labour forces in the U.S.A., Great Britain and Germany 
may be compared as follows : — 


Labour Forces to be Employed (Thousands.) 



U.S. 

U.K. 

(insured males 
aged 16-64). 

Germany 
(new Reich 
boundaries). 

End of : 

War 

900 

578 

700 

First post-war year . 

1,250 

850 


Second post-war year 

1,750 

1,070 


Third post-war year . 

2,500 

1,300 


Fourth post-war year 

2,900 

1,500 



Immediate Share of Post-war Employment? ” (Review of Economic Statistics, 
August 1945). 

Bureau of Labor Statistics : “ Probable Volume of Post-war Construction ” 
(Monthly Labor Review, February- April 1945, subsequently published as Bulletin 
No. 825), and “ Site Employment in Post-war New Construction ” (Monthly 
Labor Review , July 1945). 

A. Smithies, S. Morris Livingston and J. L. Mosak : Articles forecasting 
post-war demand (Econometrica, January 1945). 

For further bibliography, see Everett E. Hagen : “ Postwar Output in the 
United States at Full Employment ’* (Review of Economic Statistics, May 1945). 

1 The latest information on American intentions comes from the “ Veterans' 
Emergency Housing Program,’ ’ a Report to the President from Wilson W. Wyatt, 
Housing Expediter (February 7, 1946). This programme has not received 
Congressional sanction at the time of writing. 






1946] OUTPUT OP CONSTRUCTIONAL INDUSTRIES IN THE U.S. 211 


The U.S. figures in this table are based on estimates given in 
the Monthly Labor Review, 1 the British figures on the announced 
White Paper policy of l£ million men in the building industry, 
and given (a) the current rates of build-up, and (6) the assump- 
tions that this target will be reached by early 1949, and that 
there will be a normal proportion of civil engineering labour. 
The German figures are derived from such information as is 
available of the probable order of magnitude of the employment 
problem in that country. It is assumed that, to attain full 
employment, Germany may need 2-8 million workers in building 
and construction by July 1949, as this seems to be the residual 
figure left for this industry according to the Allies’ plan, although 
not specifically mentioned therein. 

The point that stands out is that, for three years at least, 
the United States needs not only a much greater absolute increase 
than Great Britain, but a faster proportionate rate of build-up. 
America aims at increasing its labour force in four years from 
900,000 to nearly 3,000,000; Great Britain in the same period 
from 678,000 s to 1,500,000. To attain these rapid adjustments 
in the size of the labour force engaged on construction, certain 
conditions must be realised. Briefly, there must be an effective 
demand for the output of the labour foroes sufficient to attract 
and retain labour for this purpose away from alternative purposes, 
and this effective demand must be capable of absorbing labour 
at definite dates. 

Effective demand in this connection implies three things. 
First there must be a need for buildings, the term “ need ” being 
defined in the very limited sense of a need which private indi- 
viduals or public authorities have for constructional works. It 
may be presumed that neither churches nor schools nor houses 
will be built unless somebody wants them and will use them 
when they have been completed. 9 This condition has to be 
fulfilled unless a building programme is to consist of producing 
useless public works. Secondly, the need has to be supported 
by adequate public or private finanoe. If the price at which 
houses are obtainable is greater than that which private, indi- 
viduals can afford, then either a public body subsidises house- 

1 Op. o it. (February-April 1046). Hr. Wyatt’s programme requires 1,160,000 
workers on site (for housing alone) by mid- 1047, which implies- an even steeper 
build-up of labour in the industry than that shown in the table. 

* Monthly Digest of Statietice, No. 8, Table 08. 

* Or in other words “ need ” is the equivalent of an anticipated positive 
marginal social or private net product sufficiently greater than sero to be dis- 
cernible by the prospective public or private building owner. 
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building or the need remains ineffective. Thirdly, the organisa- 
tion must exist for placing contracts at such intervals as will 
result in the absorption of the desired labour force at the appro- 
priate rate. Such organisation is at best complicated and 
diffused through numerous agencies, sinoe urban development 
touches on so many interests, and also because the very nature 
of building operations is the co-ordination of a large number 
of small contributions in a final result. The organisation may 
take one of many forms, but it must exist if contracts are to be 
let and operated. 

There has been extensive war-time experience in the United 
States and in this country of letting contracts for constructional 
work, including large-scale temporary and permanent war-time 
housing projects and pre-war public works schemes. The kind 
of administrative, seasonal, and organisational lags that occur 
between the date of the official decision to proceed with a pro- 
gramme and the actual employment of work-people on sites is 
not only on record, but has been fully analysed. 1 Similar analyses 
could no doubt be made from official archives in this country. 
There is thus a background of experience against which to test 
delays inherent in constructional programmes. More attention 
will be given to this point in the concluding section of this article. 

The American forecast of labour to be employed, worked out 
in the Monthly Labor Review? was not, at the time of writing, 
embodied in legislation or in announced Government policy, and 
it was calculated before victory in Europe. The method followed 
by the investigators was to assemble all relevant data that would 
help them to publish an “ informed opinion ” of the likely volume 
of post-war constructional activity. They carefully qualified 
their conclusions by pointing out that they were not making a 
“ strictly mathematical forecast ” for which “ neither the tech- 
niques nor the data sufficed,” but that they were putting forward 
a reasonable estimate based mainly on a study of trends and a 
study of such programmes as had been tentatively drawn up. 
They approached their task by first making inquiries not only 
as to the actual existing programmes of Federal and State agencies, 
finance organisations, public utilities, eto., but also as to the 
past experience of the country in construction and the finn.nnin.1 
history of various classes of buildings put up from 1920 to 1940. 
It is these realistic but tentative estimates that now miut be 

1 See, for instance, National Resources Planning Board “ Economic Effects 
of the Federal Public Works Expenditures, 1932-88 ” (November 1940). 

* Op. c it. (February-April 194S). 
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re-assessed in relation to the needs of the country for 1946 and 
1947, to the probability of an effective demand, and to the 
organisation of both the building industry and of the various 
agencies concerned in building work. 

The next point to consider is what the size of the labour 
force to be employed on construction looks like in comparison 
with previous periods. For the fourth post-war year the total 
of 3*1 million men-years of employment is made up of 2*26 million 
men-years on private and 0-85 on public account. 1*2 million men- 
years of the predicted programme would be for new residential 
building. In value terms and at 1940 prices, this means that 
the output of the industry would rise, in the view of the esti- 
mators, from $4*5 bn. in the final war-year to $12*1 bn. in the 
fifth post-war year — that is, to an average of $10*9 bn. for the 
first five years. The figures are shown in Table A. 

The first post-war year was likely to be transitional and, from 
the longer term point of view, the significant comparison with 
the past is between the average of the four post-war years after 
the first and the average realised for earlier periods. Figures for 
“ Period I ” (1926-29) and “ Period II ” (1936-39) have therefore 
been inserted for comparative purposes, at 1940 prices. 

The comparison shows that the investigators were antici- 
pating a rapid rise in constructional activity to the boom level 
of the late 1920s (called, for convenience, Period I), and to an 
output in the private sector of more than twice the level of the 
immediate pre-war years (Period II). Public expenditure was 
not to exceed Period II by quite so great a proportion, but never- 
theless it was to be above any previously realised level by about 
45-60%. 

The types of work on which this great increase was to be 
realised were diverse; compared with Period II, housing arid 
highways outputs were to be doubled, and commercial expendi- 
ture expanded by over 200%. 1 The investigators, in short, were 
predicting the greatest building boom in American, or world, 
history. 

The rate of build-up depends not only on the rate at which 
contracts are planned and let, but also on the rate of labour 
absorption of which they are capable once they have started. 
For the smaller contracts (less than $25,000) peak employment 
is realised two or three months after work has started, and pro- 
gressively later, running up to six or seven months, as the size 

1 Newcomb suggests 100% increase for all building activity for 1946 on 1945 
and 100% increase again for 1947 over 1946 (op. cit. 9 p. 119). 
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of contracts increases. 1 Size, indeed, was found to be the most 
important factor determining the rate at which projects began 
to yield employment after the beginning of construction. 1 Thus 
a large number of small projects let at once gives quicker imme- 
diate results on employment than an equal value of work let in 
larger blocks. Of course the smaller projects peter out more 
quickly, and do not give a steady volume of employment for 
many months on end unless constantly renewed or replaced by 
further batches of small works. To obtain such a steady flow 
a carefully co-ordinated programme is necessary. 

There may develop sudden spurts and a growing volume of 
constructional employment in a private enterprise economy 
when the demand for housing is high ; but, without any kind of 
housing programme, it is not clear why there should be both a 
steady and a rapid rise. Even for the all-time peak level of 
constructional employment in the U.S., in 1942, under war 
conditions, and for a financially “ unlimited ” Govern m ent 
demand, the index of constructional activity was only 66% 
above the level for 1940. 

Labour figures are not available, but the above percentage 
for activity indicates fairly well the limit of the possible build-up 
of labour even in very special circumstances of demand. Under 
present organisation the intended rate of increase of 100% in 
the labour force in two years, or even faster, would therefore 
seem to be unduly optimistic. This will not be apparent imme- 
diately, since arrears of maintenance, which are essentially small- 
scale work, may at first absorb labour quite rapidly. In Great 
Britain, for instance, the employed labour force rose from 520,000 
in June 1945 to 734,000 in February 1946, 3 despite the fact that 
only 63,000 or so were employed on permanent new housing at 
the latter date. But arrears of maintenance are not so heavy in 
the United States as here, and it is difficult to see how the increase 
in employment can be sustained, without planning, until 1950. 

The value of building actually done from June to November 
1945 was at an annual rate not much over 50% of the annual 
rate anticipated by the articles under review in 1945 (which 
were, of course, written without knowledge of when the war 
would end). For this period residential building was proceeding 
at a rate of about $1 billion per annum (at current prices) — that 

1 N.Jt.P.B, Economic Effects of Public Works Expenditures , p. 93 : study of 
a sample of 249 contracts. 

1 Op. tit., p. 97. 

• Monthly Digest of Statistics , No. 3, Cmd. 6766, and the Architects' Journal , 
April 11, 1946, p. 285. 
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is, at not muoh more than 26% of the anticipated rate for this 
item. As a matter of fact, up to November 1946, publidy financed 
building was nearer to its target than the privately financed 
section of output. Thus the actual rise in activity necessary to 
attain the boom that has been anticipated will have to be acceler- 
ated, and new works planned on a much larger scale than has yet 
occurred. 

(6) (i) Social and Economic Factors Affecting the Demand 
for Housing and Building 

The assessment, even if somewhat rough, of the demand law 
for houses and buildings generally must therefore be attempted. 
The assessment is necessarily rough because the relationship 
between human need and effective demand for shelter is com- 
plicated by many social as well as economic factors. It is for 
this reason, indeed, that all attempts to measure a simple correla- 
tion between growth in population, or in the number of families, 
and houses built, have broken down or led to inconclusive results. 1 

It should be emphasised that there is a major distinction 
between “ human need ” and “ effective private demand.” Any 
definition of the “ human need ” for housing (or other building) 
is necessarily arbitrary, or, more exactly, non-economic — that is, 
it must be based on some idea of the minimum necessary standard 
for living-space and amenities with due reference to the general 
sociological standards and customs of the time and place under 
consideration. “ Effective private demand ” is more nearly a 
purely economic concept. But in attempting to relate the 
number of houses demanded to a price offered it has to be remem- 
bered first that “ a house ” is not a homogeneous unit, secondly 
that families are of a widely varying composition, thirdly that 
the distribution of present and anticipated future family incomes 
affects the demand, fourthly that the demand for houses for 
purchase is affected by different considerations than the demand 
for houses to rent, fifthly that rent frequently includes a charge 
for services other than shelter (heating or attendance), and 
finally that the demand varies geographically with climate and as 

1 Mr. J. B. D. Derksen has calculated an equation relating U.S. residential 
building activity to a shortage or oversupply of dwellings two years previously, 
and measures this factor by the ratio of the number of families to available 
dwelling units. The lag itself, however, may be irregular, and it is unwise to 
forecast from this equation (see “ Long Cycles in Residential Buildings : An 
Explanation,” Eoonometrica , 1940, p. 07). See also L. J. Chawner, “ Residential 
Building,” National Resources Committee, Housing Monograph Series No. 1 
(1939). 
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between different classes of the community, for a number of socio- 
logical and other reasons. Thus even “ effective private demand ” 
is difficult to assess. 

Some quantitative idea of the effect of these different influences 
on demand may be derived from the detailed studies made by 
the Bureau of Labour Statistics of samples of family budgets in 
1936-36. 

According to a well-known law of expenditure, the higher 
the income-group the lower the percentage of total expenditure 
spent on rent (or expenses of home ownership), and this law was 
borne out in each region for which the sample was taken. To 
extract some of the figures, three regions showed the following 
results for three selected income classes : 1 


Total Expenditure for Housing as a Percentage of Total 
Expenditure for Family Living ( 1935-36 ) 


Income class. 

New 

England. 

East 

Central. 

Rocky 

Mountains. 

$ 

600- 749 

35-2 

33-7 

27-3 

1750-1999 

26-3 

260 

22-9 

4000-4999 

21-2 

24-4 

19*7 


Similar falls occur if the expenses of fuel, lighting, etc., are 
excluded from the housing expenditure figures. 

But the housing provided for the families in the different 
income-groups is not, of course, the same either in quality or 
quantity. The richer families paid a lower percentage of then- 
total expenditures, and yet attained a service superior in quality. 

Again, an analysis of the total expenditure for housing by 
family type shows that, for all income-groups, there was a tendency 
for the larger families to spend a smaller percentage of total 
consumption expenditure on housing. This is probably only 
another way of saying that expenditure on food and other necessi- 
ties for large families reduced their available expenditure per 
head, so that, despite their greater housing needs, their effective 
demand was less. Wage-earners and clerical workers spent (in 
the same inoome-groups) less on housing than independent 
business and professional men or salaried persons . 2 

Then, again, the larger families (in the same income-groups) 
and the lower inoome-groups were in a measurable degree less 

1 TJ.S. Department of Labor, Family Expenditures in Selected Cities t 1936—36 
Bulletin, No. 646 (published 1941), Table I, p. 6. 

# Op, cit.. Table B. 
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prone to become owners of their dwellings. Ownership of the 
home was more prevalent among families of business and pro- 
fessional men than among wage-earners and clerical workers of 
like income for most groups, but, above the level of $1760 per 
annum,' wage-earners tended to own their homes more frequently 
than others. 1 

To sum up, the net effect of the conflicting social influences 
on the demand for housing-space in the United States is that, for 
the urbanised part of the economy, housing is classifiable as a 
“ necessity.” 2 Family budgets have been collected at different 
dates in the United States and the data analysed; and for 
1936-36, as for the other inquiries, the income-elasticity of the 
demand for housing worked out at between 0-7 and 0-9. This 
means that a 10% increase in family expenditure involves a 
7-9% increase in expenditure on rents, or on annual mortgage 
payments according to the data available from budget inquiries. 8 


(6) (ii) A Demand Law foe Housing 

Over the country as a whole, the economic demand for new 
houses must be linked — or at least this hypothesis would seem 
to be in accordance with common sense — with the demand for 
all the houses already in existence. In this section, therefore, 
a test is made of whether there is not a demand law, though 
perhaps partly masked by the sociological factors mentioned 
above, for houses both new and old. A method of calculating 
such a demand law is sought by measuring the relationship 
between the quantity of “ house-room ” occupied in each year and 
its price relative to the prices of other things. A procedure 
for working out an equation of demand of this kind has been 
devised. 4 There is a difficulty, however, in framing an equation 

1 Op . cti. t p. 17. 

* Adopting the basis of categorisation given by A. L. Bowley and R. G. D. 
AUon in Family Expenditure. A necessity is a commodity for which the 
income-elasticity of demand is numerically less than one. 

* In some parts of the country, however, the income-elasticity figure was 
higher. At unity, housing reaches the borderline between being regarded as a 
“ necessity ** and as a "luxury. 1 * In farm areas, a figure as high as 1*2 was found. 
This means that, with a rising family expenditure, a bigger proportion would 
go on rent. The precise reason for this is not easy to find ; it might arise with 
a very wealthy community tempted to spend more on rents — e.g., by purchase 
of a second house per family, as incomes rose — or, more likely, it was due to 
backward rural areas where agricultural incomes were low and where alternative 
means of expenditure with rising incomes were scarce. 

4 Ii was suggested by a study of the method used by R. Stone in his Analysis 
of Market Demand , a paper read before the Royal Statistical Society, April 24, 
1945. 
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of this kind, especially in the ease of housing. The quantity 
of “ house-room ” purchased in any year is determined by supply 
factore as well as by demand. In making a statistical study of 
the amount of house-room actually purchased, this has to be 
borne in mind. Furthermore, the approximate general equation 
of demand for the whole U.S.A. may be compared with an 
equation of demand calculable from a comparison of rents, 
inoomes and the sizes of house occupied in different states and 
cities. 

The quantity of houserroom demanded per head of the popu- 
lation, for a given price, might be expected, other things being 
equal, to go up and down with the total income available for 
expenditure. Thus, the first of the variables to be measured 
from year to year is expenditure per head on consumption. For 
practical purposes, over the years under consideration, this 
amounts to very much the same thing as measuring movements 
in income, since savings were a fairly stable element out of 
income; thus we shall refer to “ income-elasticity of demand 
for housing ” as meaning the ratio of a small relative change in 
expenditure on house-room to the associated change in total 
consumption expenditure. 

Secondly, there is the price of house-room. As this rises, 
the amount of house-room demanded will fall, and vice versa. 
For measuring this, an index of rents will suffice. 

Thirdly, there is a price-index for all other consumption 
goods. A rise in the prices of other goods may affect the demand 
for housing in two ways : by the “ income-effect ” — through 
diminishing real income; and by the “ substitution-effect ” — in 
providing the possibility of a switch in demand from other goods 
towards housing. These influences, it is well known, work in 
opposite directions for this variable. (In the case of the second 
variable the two effects, of course, act in the same direction, and we 
know that a rise in prioe will be associated with a fall in demand.) 

Few an equation of demand, q may be written for quantity 
of house-room demanded per head, c for consumption expenditure 
per head, p for a rent-index, and p' for a price-index of all other 
consumption goods. 

The data used in the first method relate to the years 1929-42. 
The figures indicate that the demand law for house-room is 
not likely to have changed very much from year to year over 
this period, and, on this assumption, the equation has been 
oonfined to the variables mentioned above without introducing 
time as a separate variable. 

No. 222.— von. xm. 


Q 
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In treating q as a function of c, p and p', any number of 
equations might be chosen, but the form of the equation becomes 
determinate if two further assumptions are introduced. First, 
constant elasticity is assumed — i.e., a proportionate change in 
any of the three variables will have the same proportionate effect 
on q at any point on the demand curve. 

This means that q — Kc'p’p’* when K, r, s and t are 
constants. 

Secondly, it is assumed that demand remains unchanged 
when income and all prices rise or fall in the same proportion ; 
for instance, a 10% rise in income, rent and other prices leaves q 
unaltered. This means that the sum of r, s and t is zero. 

The equation may then be written q = Kc~ , ~ t pfp’ > or, in a 
more convenient notation for further analysis, 

q = Kc?+ fi p~*p'-* 

* 

A demand law set out in this way is necessarily a simpli- 
fication. But, in so far as some stability of taste and habit 
may be held to prevail in the American economy, and in so far 
as the factors of supply are not correlated with the demand 
factors that have been listed, a study of the quantitative values 
for this equation provides some basis for estimating q in relation 
to changes in income, rents and prices — that is, for assessing the 
likely magnitude of the effective demand. 

It is attempted to derive the constants in this equation from 
a regression between time-series for the period 1929-42. Un- 
fortunately, no direct statistical measurement of q, the quantity 
of house-room taken up, is at present available; instead, we 
have to rely on the total expenditure on housing incurred each 
year. Writing V for this, v for housing expenditure per head 
and N for total population, we have 

v V 

V = p ~ Np 

Similarly c is obtained from total consumption expenditure C 

C 

C ~ N 

The values of N, C, V, p and p', on which our analysis is based, 
are given in Table B, p. 221. 

Our assumptions imply a linear regression of log q on log - 

P 

and log A. 

P 
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It is preferable to re-arrange the equation in such a way that 
it contains the measurable items V, N, C, p, p', and so that each 
of the variables refers to its (geometric) mean over the whole 
period (indicated by V, N, C, p, p'). Thus the equation becomes : 1 


V — 



Substituting numerical values, we obtain : 


V — 


8,716 


/ N \ tm . 

f c 

f P \ Ml \ 

< p' V 

V127-8/ 1 

^64,240/ ' 

U09-U ' 

aoe-u 


Table B 

Demand for Housing in United States 


Year. 

(1) 

Population, 

millions. 

(2) 

Consumption 
expenditure, 
$ millions. 

(3) 

Housing 
expenditure, 
$ millions. 

w. ■ 

Pnce-i 
Kent 
(1935-39 
- 100). 

(6) 

ndex of 

Other goods 
(1939 
- 100). 


SIKH 

78,426 

11,010-1 

141-4 

131-8 


^B r ~4Y^B 

71,081 

10,602-9 

137-5 

124-3 

1931 


61,418 

9,879-1 


107-0 


124-8 

49,672 

8,658-6 

116-9 

92-7 


125-6 

46,552 

7,571-7 


90-4 

1934 

126-4 

51,988 

7,266-8 

94-4 

98-8 

1935 

127-3 

56,449 

7,312-6 

94-2 

102*3 

1936 

128-1 

62,272 

7,573-1 

96-4 

102-4 

1937 

128-8 

66,219 

8,054-4 


106-3 

1938 

129-8 

63,303 

8,399-7 

B T j^B 

101-7 

1939 


66,466 

8,596-9 

■ > r « 

100-0 

1940 


70,806 

8,894-7 

104-6 

101-2 

1941 

133-1 

80,606 

9,410-9 


109-2 

1942 

133-8 

88,681 

9,854-6 

108-5 

125-5 


Sources : (1) Statistical Abstract of the United States , 1943, p. 3. 

(2) Survey of Current Business t June 1944, p. 11 ; Total consumption 

expenditures. 

(3) Survey of Current Business , June 1944, p. 9 : Consumption expendi- 

ture, Group IV, 1-3. 

(4) Statistical Abstract of the United States , 1943, pp. 404-5 : B.L.S. 

rent index. 

(5) Survey of Current Business , May 1943, p. 17 : All consumer com- 

modities, fixed weighted index. 


where V, C are written in $ millions, N in millions, p and p' as 
index numbers. It will be seen that oc = 0-084 and (3 = 0-245. 

Over the fourteen years measured, the income-elasticity of the 
total private demand for house-room emerges from the first 

1 An implied assumption of the equation is that population ohanges have an 
equal proportional effect on the demand for house-room. The equation thus 
cannot be used for estimating the significance of the population changes on demand ; 
that can only be done by means of a study of the long-period cycle in residential 
construction on the lines suggested by Derksen and Chawner in the works cited 
above. 
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method as 0*33 — that is, the exponent for the expenditure vari- 
able C. This means that a 10% increase in total expenditure 
would, other things being equal, result in a 3*3% increase in 
housing demand. This is a low value, and contrasts with an 
income-elastioity of over double this figure derived from studies 
of family budget data. This seems to indicate that a change 
from one income group to another results in a much bigger 
change in the demand for house-room than a movement in the 
national income as a whole. Any forecast of the future demand 
for house-room may have to be modified if a substantial re- 
distribution of incomes or a big shift from lower to higher income- 
groups takes place. 

According to the equation, the direct price-elasticity for 
housing demand (—a above) is estimated at — 0*08. This is 
a very low figure numerically, as might be expected. A con- 
siderable fall in rents is necessary to cause a moderate increase 
in the total amount of house-room demanded. Conversely, a 
small percentage increase in the number of houses available 
may have an enormous effect on the percentage movement in 
rents. 

Bather different results are obtained, however, from the data 
for the different cities of the United States. In this second 
attempt at measuring income- and price-elasticity for house- 
room, data for the Census year 1 940 have been used. The number 
of rooms occupied per head of population has been correlated 
with income per head and with rent per room, the data referring 
to the urban part of each of the American States. This gives a 
geographical comparison as contrasted with the time-series of 
the first method. 1 This method of calculation gives an 
income-elasticity of 0*584 and a price-elasticity of — 0*449. On 
the evidence, therefore, of regional differences at a given date a 
10% increase in incomes would give a 6% increase in housing 

1 The variables correlated have been derived from data shown in the Popula- 
tion and Housing Volume of the Sixteenth Census report and (for income) in the 
Survey oj Current Business, all of them reproduced in the Statistical Abstract, 
They were obtained aa follows, in each case by State : 

Demand jor housing-space ; Humber of occupied urban dwelling unite, 
multiplied by median number of rooms in urban areas, divided by urban 
population . 

Income per head: Total income payments to individuals , divided by 
total population of State * A correction, based on the percentage of urban 
to total population, introduced ao as to eliminate influence of rural areas 
end. to obtain estimate of income per bead in the urban part. 

Kent : 'Median rent for ah urban areas, divided, by median number of 

TOOMh 

Other prices : TSo data available. 
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demand — about double the increase arrived at by our approxima- 
tion over time. The data are not sufficiently reliable for con- 
clusive results to be drawn, but it would seem that unit differences 
of income over time and from area to area result in a difference 
in the demand for housing of somewhere between 0*3 and 0-6. 

In conclusion, it may be suggested that the low income- 
elasticity of the demand for housing in the 1930s was one reason 
why, despite a general recovery, no corresponding building boom 
developed. A gradual rise in incomes is not, in itself, sufficient 
to stimulate building recovery on a large scale. On the other 
hand, a substantial re-distribution of incomes, or a big internal 
shift of population, might precipitate the long-term building 
boom for which America has been waiting for so many years. 
The second outstanding fact — the lowness of the direct prioe- 
elasticity of demand — perhaps suggests the size of the social and 
economic forces that are at all times ranged against active public 
polioy in the provision of housing; the protection of existing 
values has, of course, played an open part in circumscribing 
American public housing policy on a State and city level as well 
as Federally. 

Use op the Equation for Extrapolation 

The values obtained by the first method give, when tested, 
a calculated housing expenditure that fits the actual housing 
expenditure reasonably well. But it is clearly not certain how 
far such values may be trusted for extrapolation into the future. 
It is only possible to state, as a matter of opinion, that there 
does not seem to be any evidence that the underlying relation- 
ships now (despite the G.I. bill of rights, demobilisation, and the 
increase in savings) are fundamentally different from their mean 
values for 1929 through 1942. 

Without, therefore, attempting a forecast, it is interesting to 
note that, according to these values, the demand for housing in 
1946 will be of the order of 5% above the 1942 level. This 6% 
increase in the total demand for housing is consistent, of course, 
with a huge demand for new housing, such as is now being 
experienced. This extrapolation is based on the assumptions of 
some rise in disposable income for the country as a whole, and 
on the usually assumed rise in population. Any further sub- 
stantial rise in income would, it seems, amply absorb the new 
housing predicted by the construction planners, hut it is difficult 

to find evidence oi » m mm \& msr 



224 


THE ECONOMIC JOURNAL 


[JHNS 


tain this effective demand for total (and hence indirectly for 
new) housing before 1947 or 1948; it may be that effective 
demand may take time to settle at the new high level. 

The “gearing” of this effective demand is interesting. If 
the values of the equation continue to hold, a rtee of 15% in 
consumers’ expenditures in the economy as a whole (due to a 
substantial rise in the national income or rather in the disposable 
part of it) would mean a further 5% increase in the total demand 
for housing on the 1942 level. This might mean a doubling of 
the demand for new housing. Here is the “ relation ” in full 
cry. Despite the low income-elasticity of the demand for housing 
as a whole, the demand for new housing may be driven up quite 
fast if there is a renewed fairly rapid expansion of the national 
income. 

Thus it may be concluded that, on the housing demand side, 
the prospects of a building boom in America that will beat all 
previous records are definitely favourable. The main reasons for 
hesitating to believe in an excessively rapid development of the 
boom must therefore lie in doubts as to the adaptability of supply 
to demand. The great feats that the American economy has 
done in such adaptation for the automobile industry in the 1920s 
and for the shipbuilding industry in time of war make precedents 
for success in the construction field, but the conditions of the 
constructional industry are peculiar to itself. There are the 
difficulties of how to reduce costs, of lags between planning and 
execution, of land values, of materials’ supplies, and of the 
structure of the industry. There is no space to examine all 
these aspects of the supply position, but in the following section 
some general points are discussed. 

(c) The Relation of Construction to the National Income 
in the United States as Compared with this Country, 
and the Time-lags Involved in Establishing a “Nor- 
mal ” Relationship 

In the accompanying diagram, the net value of constructional 
work undertaken in the United States from 1919 to 1943 is plotted 
against the National Income. The years 1919, 1942 and 1943 
were unusually affected by war-time influences. For the remain- 
ing years, it will be seen on inspection that the points for the 
period- 1920 to 1933 inclusive lie close to a straight line with 
slope 13 : 1, while the points for 1934 to 1941 inclusive also lie 
olose to a straight line, sloping more steeply at 18 : 1. This 
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means that, in the first period, there was a tendency for national 
income to increase by $13 for every $1 increase in net construc- 
tional expenditure, in the second period by $18. This direct 
comparison of national income and net value of construction 
does not, of course, in itself reveal either a demand or a supply 
law, but it shows the net effect of both sides of the equation 
of demand and supply, and of both the effect of changes in income 
on construction and of changes in construction on national 
income. 

Net constructional expenditure averaged 3|% of the national 
income from 1920 to 1943. The total gross output of the industry 
(that is, the net product + the cost of materials and + the repairs 
and depreciation work done), as a percentage of the Gross National 
Product, was much higher — between 10|% and 13£% annually. 
But it is new works and net expenditure that are the factors 
that must expand to give direct employment in the constructional 
industry, since the value of repairs done in any year is fairly 
inelastic in the long run. It is clear from the graph that there 
must be a net constructional expenditure of between 6 and 8 
billion dollars if the National Income rises to $140 billions. Such 
a net expenditure means a prodigious flow of new projects. 

This means, for every year of full employment, considerable 
foresight, planning and certainty at an earlier period. Private 
building needs as much previous planning as public. Schools, 
blocks of offices, warehouses and factories are nearly all “ hand- 
made ” jobs, even though the separate parts of them are of an 
increasingly standardised type. A lag of seven to eight months 
has been a minimum between planning a project and commencing 
the contract for most large-scale projects. It is no doubt partly 
owing to delays in planning that the largest buildings in America 
have been built during the downswing of the building booms, 
often being completed at a time that was financially unfortunate. 1 
Then there is the lag between award of the contract and the 
start of construction; this lag averaged forty-seven days for 
publicly-financed projects over $100,000 pre-war, and forty-nine 
days for projects under $100,000 * — the figures suggesting the 
greater efficiency of the planning of the more complicated large 
projects. For private projects, the lag may sometimes be less, 
but also very frequently it is longer; the private contractor is 

1 See Q. F. Warren and F. A. Pearson, World Prices and the Building Industry 
(New York, 1SS7), p. 113. 

* N.R.P.B. Economic Effects of the Federal Public Works Expenditures, 
1933-38 (Nov. 1040), p. 87. 
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not concerned to “ provide employment,” but to complete his 
contract at a profit, and he will not begin work until his labour 
and materials’ supplies are assured. 

The diagram shows very clearly, by the big movement to 
the right of the points for 1941 and 1942 compared with 1940, 
and also by a fairly big shift between 1922 and 1923, that sudden 
annual rises in constructional activity are feasible. Certainly 
the supply conditions of the industry, both in the advanoe of 
the 1920s and the recovery of the 1930s, kept pace reasonably 
with the advanoe in the National Income. 

The present dilemma is, indeed, only a part of the general 
problem whether full employment can be attained. Nearly every 
industry needs to employ more than before the war to keep 
employment at a sufficient level, and the constructional industries 
are only one special case of this necessity. 

The American constructional industry, like the British, 
contains a large number of very small firms, and a small number 
of very large ones. The-small firms were responsible for most of 
the house-building done before the war, the average house being 
built at the rate of two houses per firm per annum. The large 
firms concentrated on highways and civil engineering, but there 
were also large firms engaged on multi-storey apartments, indus- 
trial and office buildings. Of the 215,000 contractors (including 
specialist firms of craftsmen) returned at the Construction Census 
of 1939, 87% (184,000 firms) did less than $25,000 of work each 
per annum, and accounted for only 24% of the total output of 
the industry. At the other end of the scale, only 3-3% (7,000 
firms) of the contractors doing large-scale business, accounted 
for 54% of all constructional output. 

It has been found by experience that an industry constituted 
in this way is capable of great expansion and can be adapted to 
great changes in demand. 1 The numerous small firms can easily 
double their labour forces, and repeat the process again, without 
a proportionate increase of managerial staff. The large firms 
can take on several contracts without themselves being hampered 
with the problems of additional factory space and organisation. 
Nevertheless, both the small and the large firms are limited as to 
the speed with which they can handle such an expansion by the 
difficulty of finding a sufficient trained planning and managerial 
staff, including foremen, resident engineers, draughtsmen, 

1 Example* of such expansion occurred both in America and Britain during 
the war-years — e.g.> the sudden rise in the employment of labour by small 
builders in the London area on repair to damage caused by the flying-bomb. 
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surveyors and building craftsmen. Thus, though the expansion 
is not intrinsically impossible, the rate at which it can take place 
is limited by organisational considerations, and by the speed at 
which training can take place. 

The economic form in which the various limiting factors find 
expression is a rise in building costs. Building costs tend to 
rise in times of expanding building activity. Not only does 
the price of labour and materials rise, but also the margin charged 
by the contractor anxious to make hay while the sun shines. 
But it is not difficult for private demand, for large buildings 
especially, to be postponed, and rising costs may mean a damping 
down of demand. 

Statistics on the earnings of the construction industry are 
not at all complete. Estimates given in Mr. Barger’s book 
Outlay and Income in the United States, 1921-1938 show that, 
over that period, “ Residual ” and “ Long-term ” incomes created 
in the construction industry 1 amounted to 15% of total incomes, 
as compared with 16-2% for Manufacturing, and 23*4% for all 
industries and services. This is possibly because the construc- 
tion industry, like Manufacturing, carries a number of small 
firms which in total have small or negative incomes except in 
years of very good trade, a situation made possible by ease of 
entry into the industry. Firms with less than $50,000 of assets 
shows a substantial net loss in the construction industry in 1939, 
and even firms with $50,000 to $100,000 of assets made on 
balance a slight percentage loss in that year. 2 

The characteristics of the supply side of the industry suffice 
to account for its capacity to expand, and also for its inability 
to do so faster than at a certain rate. The profits to be earned, 
though sometimes high for a short time, soon get reduced by 
intensive competition. The rate of entry then may be reduced 
again. Thousands of new small firms appear in a boom, and 
then the inflow damps down. On this hypothesis of the normal 
workings of the industry, it is possible to foretell that the American 
industry will adapt itself to demand, but will not of its own 
accord accelerate at a pace equal to that necessary to full 
employment. 

1 Residual and long-term incomes are the total of incomes minus short-term 
items (wages and salaries). 

• McConnell, Corporate Earning s by Size 0 / Firm (Survey of Current Business, 
May 19 45). The percentages relate to the reported corporate net profit before 
taxes and the total return to corporate officers and o wn e r s in relation to the 
calculated equity. See also W. L. Crum, Corporate Size and Earning Power, 
1939, Chap. XIV, for 1931-36 figures. 
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It has not been possible to offer a full statistical justification 
for this last conclusion; the necessary data even for pre-war 
years are not available. But the general factors of delay on the 
side of supply are important enough to mention, even if they 
cannot be quantitatively analysed. Insufficient study has yet 
been made of the institutional and organisational features that 
cause a gap between a potentially effective demand for building 
and its satisfaction. Existing knowledge of these features sug- 
gests that, however large private effective demand may be, it 
cannot of itself attract resources to an industry where, in the 
short-run, marginal costs are rising very steeply, and where the 
long-run is always a matter of months, and in some respects of 
years. 

Various legislative proposals are now before Congress for the 
provision of premium payments to secure increases in the produc- 
tion of conventional and new types of building materials by an 
early date — an idea which does not seem to have been mooted 
in this country; and to insure mortgages up to 90% of value 
even allowing for current high building costs. Local emergency 
housing committees are being formed and legislation is being 
proposed in individual States to implement the Veterans’ 
Emergency Housing Programme. 

The provision of $6 to $8 billions net of constructional expendi- 
ture by 1947 or 1948 cannot therefore be ruled out as utterly 
impossible, but there is no evidence that new works of the scale 
implied will in fact be planned and executed. While, in relation 
to a hypothetical enlarged national income, the demand, backed 
by Government-insured mortgages for residential building, may 
be available, there is no evidence that the supply — which, in turn, 
creates a substantial part of the national income — will be forth- 
coming at the rate required, without Government action possibly 
even more drastic than that already proposed as a result of the 
Housing Expediter’s report. 

Ian Bowen 

National Institute of Economic and Social Research , 

London. 

Note : Grateful acknowledgments are made to Miss I. M. 
Lindsay Smith and to Mr. C. E. V. Leser for their assistance in the 
preparation of this article. 



LADY RHYS WILLIAMS’ PROPOSALS FOR THE 
AMALGAMATION OF DIRECT TAXATION WITH 
SOCIAL INSURANCE. 

As Lady Rhys Williams published her proposals about the 
time of the Beveridge Report on Social Insurance it is natural to 
think that she was primarily concerned with the same subject 
as the Report. Indeed, it is probable she was, for the titles of 
her book Something to Look Forward To 1 and of the Liberal 
pamphlet Family Allowances and Social Security — Lady Rhys 
Williams' Scheme * both suggest this to be the case. Perhaps 
this is why we now hear so little about the scheme, for we seem 
to think we are generally agreed on the form that the National 
Insurance measure should take. Or, alternatively, it may be 
thought of simply as the political argument of a Party which 
did badly at the Election, and henoe of little practical 
significance. 

Whatever the reason, it is unfortunate, for the proposals 
have implications much wider than Social Seourity. They 
suggest the amalgamation and simplification of the methods by 
which most of the direct transfers of cash are made between 
individuals and the State, and that whether the transfers are 
to or from the State. By transfers are meant payments other 
than in return for goods and services. It is proposed to link 
social insurance with income tax in a way which makes both 
universal and simpler than at present. It is true that the 
Economist newspaper reported favourably under the title of 
“ Beveridge-As-You-Go ” on December 25, 1943, and as recently 
as January 12, 1946, in an article on “ P.A.Y.E. Simplified ” it 
made similar recommendations ; it is true that some economists 
look upon the proposals as good ; but otherwise they seem dead. 
Nevertheless they appear to have substantial advantages and to 
suggest a natural development of taxation and social policy. 

Perhaps the best way to introduce Lady Rhys Williams’ 
point of view is to quote her criticism of the Beveridge Scheme, 
for in effect it is also a criticism of all our social legislation for 
the past hundred years where that legislation has involved 
payments to, or for, needy citizens. She says "... the whole 
basis jof the [Beveridge] Soheme rests upon the oonoeption that 


1 Book, published by MacDonald & Co., E.C. 4. 
1 Pamphlet, liberal Publication Dept., S.W. 1. 
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those who serve the community by working and producing wealth 
must not on any account receive State assistance or reward. ..." 1 
This conception goes back to the Poor Law of 1834, with its 
principle that monetary payments or other assistance to an 
employed person are pernicious, and that if we want to develop 
efficient workers they must be independent workers. The con- 
ception still remains in the modem Poor Law, for Article 8 of 
the Belief Regulation Order now in force states, “ No able- 
bodied man shall receive relief in respect of any period during 
which he is in employment and in respect of which he receives 
wages or other remuneration." * It is true that within the past 
forty years the Poor Law has largely broken up, but still in most 
cases the person receiving “ State ” benefits has to prove either 
that he is incapable of work or unable to obtain it. A major 
exception arises in respect of contributory old age pensions, 
but it is interesting to note that this exception is modified in the 
new National Insurance Bill, where it is proposed that retirement 
pensions shall only be paid to men at the age of sixty-five on 
condition that they do, in fact, retire. It almost seems as if we 
wish to encourage men to cease being producers. It is realised 
that if a man works an extra five years the weekly amount of 
the retirement pension is to be increased and that the Govern- 
ment Actuary reports thaj “ the increments to pension granted 
for postponement of retirement are fixed at such rates that 
actitarially they are broadly equivalent in value on average to 
the pension forgone and the additional contributions paid." s 
But many, no doubt, will look upon it in a rather different way. 
They will say — 

“ If I retire at sixty-five I reoeive a pension of 26a. a 
week. An annuity of this amount would cost about £740, 
which presumably is the value of the pension. If I survive 
to the age of sixty-five my chances of continuing to live 
another five years so that I attain the age of seventy are 
about four in five. The State therefore could provide 
survivors with a pension worth 1 J times £740 plus five years 
interest (say £125) plus an allowance for extra contributions 
and interest thereon. Now the contributions from insured 
person, employer and Exchequer for retirement pensions 
total nearly 4s. weekly * — say £50 in five years. The value, 

* Book, p. HI. 

* S.R. * 0., 1930, No. 1860. 

» Report on the Financial Provision* of the National Insurance Bill (Cmd. 
6730), p. 34. 

‘ Cmd. 6780, p. 7. 
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therefore, of my retirement pension if I attain the age of 
seventy ought to be £1,100. The value of the pension of 36s. a 
week, which is what I am to receive, is only £840. Therefore 
the State penalises me for being industrious after the age of 
sixty-five.” 

This is a criticism similar in character to that made by Lady 
Rhys Williams : “ Not only will the idle get as much from the 
State as the industrious worker, they will get a great deal more.” 1 
It seems therefore that we ought to examine again the 
principles upon which we grant State assistance, including there- 
with “insurance” payments. For years we have preferred 
to maintain a poor person fully whilst ensuring that he did no 
work for others rather than subsidise him in employment. But 
is there anything fundamentally wrong with a subsidy on wages 
if there are appropriate safeguards? The chief safeguards are 
that the subsidy should be universal, and should not be removed 
if wages are increased. It is all part of the problem of incentive 
to effort, and there is no incentive to a person to strive to earn 
more if in consequence he loses a similar amount of other income, 
such as subsidy. We might say that Article 8 of the Relief 
Regulation Order is simply a special case of the general safeguard ; 
the subsidy on wages, being nothing, is not reduced as wages are 
increased. If we interpret the principles in this way we find 
that Lady Rhys Williams does not ask us to reverse our ideas, 
rather to carry them to a logical but at the same time practicable 
conclusion. It would be logical to say, no subsidy when wages 
are small, therefore no subsidy when wages disappear altogether. 
But that was impracticable in 1834; it was impracticable even 
to prohibit outdoor relief to the able-bodied in all parts of the 
country. The logical solution, therefore, is a subsidy equal to 
subsistence when there are no wages or other income, the main- 
tenance of the same subsidy when wages are low and also when 
wages are high. The question of whether this is practicable, 
and whether we can afford it will be discussed, at least by im- 
plication, later. 

Parliament has already shown that in some respects it is not 
averse to such an interpretation of the requirements of the 
situation. By its undertaking to pay children’s allowances it 
has given an indication, even if it has not stated it explicitly, 
that it does not disagree fundamentally with the principles 
suggested by Lady Rhys Williams. On the basis that a large 


1 Book, p. 141. 
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proportion of children live in poverty, and that this poverty 
cannot be alleviated ■ sufficiently by increasing payments to 
unoccupied fathers, the problem has been tackled partly by 
providing food and milk cheaply or freely at school, but also by 
deciding to make a flat rate payment of 5s. a week in respect of 
every dependent child after the first, that payment to be inde- 
pendent of the father’s income and irrespective of whether he 
works or not. Apart from the fact that to grant the allowance 
to unoccupied fathers only would merely touch part of the 
problem, it is realised that if this were attempted it would remove 
altogether from many fathers with children the financial incentive 
to obtain employment. The problem was serious when the 
child’s allowance under the Unemployment Insurance Acts was 
only 2s. a week; it would be worse now. For instance, the 
National Insurance Bill (1946) proposes to pay unemployment 
benefit of 49s. 6 d. a week for a man, wife and one child. If a 
further 5s. a week were given for each of four additional children, 
the payment would be almost £3 10s., whilst if the man were to 
obtain employment he would be taxed almost 5s. a week for 
National Insurance as well as lose the 70s. a week unemployment 
benefit. He would be likely to have other additional expenses, 
such as for travelling, food and clothing, and it may easily be 
that he would need £4 to £4 10s. a week to be equally well off 
when working as when unemployed. We have therefore agreed 
to the principle of payments made to those working when they 
are neither old nor otherwise partially disabled, and there seems 
no reason of principle why the method should not be extended. 

Having agreed that in certain cases, such as children’s 
allowances, it might be possible to increase incentive to produce 
by continuing the State payments when the person is employed 
as well as when he is unemployed, we might consider further 
the possible influences of the two schemes. The influence of the 
National Insurance Bill in deterring effort is likely to be at a 
maximum for a man with a wife and at least one child dependent. 
If under seventy years old, the man sacrifices benefits of 49s. 6 d. 
a week if he works instead of drawing unemployment, sickness' or 
retirement benefit, whilst he has also to pay contributions of 
nearly 5s. a week. It is not unreasonable to say he sacrifices 
£2 15s. a week, and only receives the difference between his wage 
and £2 15s. a week for his effort, sacrifice of time and any necessary 
expenses arising directly from his employment. He has to earn 
a lot to make the financial return seem worth while. Under 
Lady Bhys Williams’ scheme a fraction of everything he earns 
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would be an addition to his income — as indicated later, that frac- 
tion might be 12s. in the pound. Thus under National Insurance 
if a man earns £3 a week he only increases his income by 6s., 
whilst doing work which the community considers to be worth 
£3. Under the proposals here outlined his income would increase 
by £1 16s. a week. Compared with his income when unemployed 
a man has a greater increase when employed under this version 
of Lady Rhys Williams’ scheme than he would under the National 
Insurance Bill, even if he earns up to an average wage of about 
£6 a week. Further, this assumes that National Insurance will 
not involve an increase in income tax. 


Man with Wife and One Child Dependent. 



Nat. Ins. 
BiU. 

Rhys W. 
Scheme. 


£ 

£ 

Earnings in year 

income Tax 

200 

200 

80 

Less Insurance Contribution . 

12 

— 

Net earnings .... 

188 

120 

Add Basic Allowance . 

— 

125 

Net Income while earning 

188 

245 

Income when not earning 

120 

125 

Increase in net income as a re- 



sult of earning . 

69 

120 


The National Insurance scheme, being based upon the 
Beveridge plan, constitutes a “ serious attack upon the will to 
work.” The scheme here described, as illustrated above, increases 
the financial incentives to obtain paid employment at least with 
wages up to nearly £6 a week. Nevertheless it is apparent that 
Lady Rhys Williams is very worried about the influence of her 
scheme on the will to work. If the national minimum allowance 
is sufficient for maintenance, will there not be a number of people 
content with that standard? Will there not be some who are 
unwilling to make the effort necessary to supplement the sub- 
sistence by the wages to be obtained from paid work? Her 
solution is the withdrawal of the basic allowance from any person 
who refuses the offer of suitable employment, and the modification 
of the scheme in such a way as to allow for unemployment and 
health insurance almost in their present form, including flat-rate 
contributions of Is. 10<£. a week, but without dependants’ 
allowances. This is weakening the scheme by making it more 
complicated, for two deductions would be required from every 
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wage, and those on different principles. If a man will not work, 
we shall have to find some means of persuading him other than 
cutting off his means of subsistence. 'We ought to try to make 
our schemes automatic in such a way that the recipient of 
assistance does best for himself if he does what national interests 
seem to require, but do not let us make our social assistance into 
a police organisation designed to pick out a man whose actions 
are against policy. 

One feature of the scheme is that the rate of income tax will 
have to be high on all incomes, including those small incomes 
which are now completely exempt from tax. This will have an 
important effect in encouraging some people to undertake casual 
work and obtain income therefrom on which they hope to avoid 
paying tax. As at present it would be impossible to collect tax 
on the income received by Mr. West as a result of painting Mr. 
East’s house. Yet with tax on all incomes at 8s. in the pound 
this kind of arrangement might easily pay both West and East. 

The problem arising from the high marginal rate of tax on all 
incomes acting as a deterrent might not be so serious as at first 
it appears. For many employments the marginal reward for 
service is also the total reward. If required, one works overtime, 
there is no real choice ; on piece-work the speed of the machine 
determines output. If one refuses to work overtime when re- 
quired, one does not keep the job for long. If one’s piece-work 
output is low, then someone else is found to work the machine. 
Thus a workman often cannot in fact choose an upper limit to his 
week’s work ; he cannot stop work as soon as he decides that the 
marginal reward from working falls below whatever reward he 
obtains by not working. Present circumstances are exceptional, 
owing partly to the recent development of P.A.Y.E., which draws 
attention to the high marginal rate of tax, and partly to the 
extreme shortage of labour, which makes absenteeism possible 
without the loss of one’s job. 

Nevertheless, there should be somewhere in the scheme a 
safeguard against its possible adverse effect upon production. 
Lady Rhys Williams quite understandably wishes to maintain 
the adequacy of the basic allowances in all circumstances except 
refusal to accept suitable employment. Is this possible ? Ideas 
of adequacy tend to rise, but if production in a country declines, 
might it not also be necessary to reduce the value of the basic 
allowances ? In such circumstances it might be a costly business 
to increase production ; it might even be necessary to pay out to 
producers not a decreasing but an increasing proportion of the 
No. 222.— VOL. LVI. b 
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national product. Instead, therefore, of attempting to fix a real 
value to the allowances, it might be better to fix their cash value 
and try at least to maintain the net national money income, 
and leave it to the democracy of the economic system to deter- 
mine how much the allowances shall be worth. If in such circum- 
stances output declines, prices will rise, and at least the reward 
for effort will maintain its proportion of the total. 

If it be assumed that the Government desires that money 
incomes should be controlled as a means of maintaining total 
expenditure in the full-employment policy, then Lady Rhys 
Williams’ scheme, with its fiat-rate taxation on personal incomes 
as they are received, would give week by week an excellent up- 
to-date measure of the distribution of part of purchasing power. 
There are other factors about the scheme which might help in the 
operation of a full-employment policy. If income fell, Govern- 
ment revenue would fall immediately, but its expenditure would 
not change ; in the example here given a reduction of 10 units 
in the net national income would be accompanied by a fall of 
only 6 units in private income after paying tax, so that at the 
expense of an unbalanced budget the scheme would automatically 
help to maintain purchasing power. But if this was not sufficient, 
the rate of tax could be changed at any time, and the new rate 
would have its influence upon tax revenue immediately. This 
would be a far more powerful instrument than the power to raise 
or lower National Insurance contributions in accordance with 
fluctuations in the level of employment. 

In the paragraphs which follow an attempt is made to describe 
Lady Rhys Williams’ scheme in its simplest but nevertheless 
what is probably its most attractive form. The description is 
my own, though the amounts of benefit are those given in the 
Liberal pamphlet. Omitted altogether from this summary are 
references to special benefits, such as at birth, death, or marriage, 
and extra allowances for widows with dependent children. In 
the book there are also tentative suggestions for altering the 
allowances according to sex, or according to the age of children, 
and even according to differences in the average amount of rents 
in different localities. Obviously the details could be varied 
greatly. 

We have a complex organisation for assessing and collecting 
income tax, an organisation which includes not only civil servants, 
but all the employers in the country. We have other complex 
organisations for investigating titles to State benefits in respect 
of unemployment, health and old age insurance and for paying 
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them out. We have farther organisations for assessing and paying 
out State allowances, such as supplementary pensions and un- 
employment assistance. Another organisation is required for 
paying children’s allowances. It is true that the new National 
Insurance Bill should lead to some of the complications being 
removed, but perhaps not so many as is generally thought. The 
position will remain very complex : the sick, the unemployed 
and the retired will still have to prove their titles independently ; 
the Assistance Board will still be required. And this new com- 
plex scheme is coming into operation at a time when unemploy- 
ment is likely to be higher than during the war, owing to the 
transfer of our resources to new kinds of production. The com- 
plexities will surely increase, questions of entitlements to benefits 
will become more difficult to decide. To take but one example, 
how will it be determined in practice whether and for how long 
a wife who has worked during the war is to be classed as un- 
employed ? She may be doing household duties, but she might 
say that really she is seeking work, but unable to obtain any. 
When the acute shortage of labour is passed it will be difficult 
to test her, and even if work is obtained for her it is not always 
difficult for an unwilling worker so to arrange things that she is 
classed as unsuitable and dismissed. Problems of this nature 
caused much trouble between the wars, and many grievances as 
well. Surely our organisation in these matters of direct financial 
transfers between State and individual has become too complex. 
It needs an expert to know what an individual is due to pay and 
what payments he is entitled to receive in various circumstances. 
When an expert is needed, the individual often begins to feel that 
he may be getting unfairly treated. 

There is a further objection that these various organisations 
set up piecemeal for specific purposes dispense cash or make 
olaims at rates which differ in apparently similar circumstances. 
One of the most attractive features about the new Insurance Bill 
is that the anomaly that an insured man is better off when 
unemployed than when sick will be removed. Already sup- 
plementary pensions had done much to bring the old more 
into line with the unemployed. There remains, however, the 
difference in principle between the two methods of collecting 
direct taxation, one income tax and the other contributions to 
insurance payments. In the first case it is an accepted principle 
that people with higher incomes should not only pay more, but 
should also pay a greater proportion of their incomes. In the 
second case the same absolute amount is paid, irrespective of 



THE ECONOMIC JOURNAL 


238 


[JUNE 


income, for all those insured, the variations depending on age 
and sex, not on amount of inoome. 

The scheme suggested here does not only propose the simplifica- 
tion by amalgamation of the social insurance schemes, but their 
incorporation also with most of our system of direct taxation. 
As expounded it is probably over-simplified, but this is to get the 
basic ideas understood. 

The proposal is that everyone — man, woman and child — 
should have a basic allowance, mid have it unconditionally. It 
should not be granted only on the basis of a medical certificate, 
or on proof of unemployment, or on attainment of a certain age, 
but universally. This allowance might be at the rate of £1 a 
week or, say, £50 a year for adults, and of 10s. a week (say £25 
a year) for children, this latter provision being in effect a scheme 
of children’s allowances. If there were 40 million adults and 10 
million children in the country, the cost of these allowances 
would be £2,250 million a year. At present transfer payments 
on account of pensions, health and unemployment total about 
£300 milli on a year, whilst in this period of low unemployment- 
there is also about £80 million a year which goes to swell the 
unemployment fund. 1 It seems, therefore, that the additional 
cost of these basic allowances over the present cost of social 
insurance and the supplementary payments would approximate 
to £1,900 million a year. 

The above basic allowances would be free of income tax ; not 
only would they replace most of the social insurance payments, 
but, as explained later, they would also replace the personal allow- 
ances of our present income tax. They could be payable through 
banks or post offices by presentation of vouchers, say one for 
each week, distributed to individuals in books similar to old 
age pensions books. The task of distributing the vouchers 
would be comparable to the present task of distributing ration 
books. To limit fraud the vouchers could be made payable 
only as if they were crossed cheques, except when paid through a 
specific post office or bank, which would be expected to know 
its customers. It is not, however, anticipated that many of the 
vouchers would be encashed personally by the person to whom 
they are made payable. Most persons have regular employers, 
and it is anticipated that these persons would normally deposit 
their books of vouchers with their employers. Heads of house- 
holds would normally also deposit the books belonging to those 
dependent upon them. The employers would collect the 
1 Estimates of National Income and Expenditure, 1938-1944 (Cmd. 6623), 



1946] 


LADY KHYS WILLIAMS’ PROPOSALS 


239 


allowances for their employees either through their own banks or 
from the Inland Revenue, which would also accept vouchers as 
payment for income tax. In general, therefore, it would usually 
happen that the allowances would be paid in cash by employers 
with the employees’ earnings, and would tend to be considered 
as part of earnings. 

The additional cost of these allowances would have to be met 
by additional taxation. The proposal is that income tax would 
now be payable at a fixed rate in the pound on all income apart 
from the allowances. This rate would be fixed, as at present, by 
the Budget ; P.A.Y.E. code numbers and tax tables would be 
abolished. There would be no deductions for insurance stamps 
and no contributions from employers for them; stamp cards 
would be abolished. 

The standard rate of tax would apply to all earnings, to both 
total and marginal income. Apart from the basic allowances, 
there would be no income free of tax, there would be no amount 
liable to tax at a reduced rate. Everything about the deductions 
would be simple — they would be understood both by employer 
and employed person. A knowledge of the firm’s total wage bill 
would immediately enable the tax collector to say how much was 
due from that firm for its employees. 

Let us take the case of some particular employee. Take, 
for example, a man earning £5 a week. If tax were at the rate 
of 8s. in the pound, he would have £2 deducted as income tax 
and receive £3 as wages. But, in addition, he would have his 
basic allowance. Suppose he had a wife dependent but no 
children. The basic allowance would be £2 a week, and he could 
obtain it by presenting the vouchers at the appropriate bank or 
post office, or as crossed cheques by passing them through any 
banking account. But he would probably find it more con- 
venient, as a regular employee, to deposit both books of vouchers 
with his employers, who could encash the vouchers as they 
came due through their bank or use them to make payments to the 
Inland Revenue. The amounts would be paid out with. the 
man’s wages. In this case, therefore, the man would receive 
from the firm a total of £5 a week, there having been a deduction 
of £2 from gross wages exactly balanced by £2 basic allowance, 
so that in effect he had no tax to pay. Had his gross income 
exoeeded £5 he would have had net tax to pay; had it fallen 
shoft of £5 his basic allowance would have exoeeded the tax. 

The following table shows what would happen in other cases 
where the basic allowance was £100 a year and the rate of tax 
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8s. in the pound. It has here been considered convenient to 
express amounts as rates per year. A final column gives for 
comparison the amount which the man will have to pay in the 
next financial year (1946-47) under the proposals of the October- 
1945 Budget, but excludes social insurance contributions. Tins 
last column is to indicate that the suggestions made here reproduce 
substantially the present system of progression of income tax. 

Man with Wife Dependent. 


Earnings. 

Gross tax. 

Basic 

allowance. 

Net 

income. 

Net tax. 

Income tax, 
1946-47. 

£ 

mmwm 

£ 

£ 

£ 

£ 

60 


100 

130 

— 80 

— 

100 


100 

160 

-60 

— 

200 


100 

220 

-20 

— 

300 


100 

280 

20 

191 

600 


100 

400 

100 

96 

1000 


100 

700 

300 

298 

2000 


100 

1300 

700 

726 


A man, married but without children, earning £250 a year 
would pay no net tax, at £500 he would pay at the average rate 
of 4a. in the pound and at £1000 at the average rate of 6a. 

Under the suggestions made in this paper the net tax for 
married persons with children and earned incomes would also 
approximate closely to the Budget proposals for 1946-47, but 
most single persons would have to pay more, this being primarily 
due to the personal allowance of £110 for single persons being 
more than half the £180 allowance for married couples. The 
following table illustrates the position. 


Single Person. 


Earnings. 

Gross tax. 

Basic 

allowance. 

Net 

income. 

Net tax. 

Income tax, 
1946-47. 

£ 

£ 

£ 

£ 

£ 

£ 

60 

20 

60 

80 

-30 

— 

100 

40 

60 


-10 

— 

, 200 

80 

60 


30 

13* 

300 

120 

60 


70 

43 

600 

200 

60 

360 

160 

127 

1000 

400 

60 

660 

360 

329 

2000 

800 

60 

1260 

760 

767 


In each table the first lines may be taken as illustrating what 
happens when a man works for only part of the year, so that his 
basic allowance exceeds the gross amount of tax he has to pay, 
thus making the net tax negative. For example, the married 
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man with earnings of only £60 in the year has a net tax which is 
shown as negative to the extent of £80, which might be compared 
with a receipt at present of £80 'from unemployment insurance. 

We next have to make an estimate of how much could be 
obtained by taxation at, say, 8s. in the pound on all income except 
the basic allowances. The net national income in 1944 was 
£8,300 million. From this there has to be subtracted the £50 
million already aocruing to the Government, and there has to 
be added the National Debt interest of £400 million which is part 
of private income. 1 It would appear, then, that with unchanged 
national income the total amount raised should be 40% of 
£8,660 million, but this would be expecting too much, for it is 
unlikely that all income could in fact be taxed, such taxation 
probably being impossible with income in kind. It might be 
possible to collect tax at 8s. in the pound on £8,000 million of 
income, in which case the yield would be £3,200 million. 

In the current (1945-46) financial year income tax is expected 
to yield £1,350 million, but the tax reductions proposed in the 
October 1945 Budget, and which ought to come into operation in 
April 1946, are expected to cost £322 million in a full financial 
year. We might assume a yield of about £1,050 million from 
income tax in the next financial year with the present method of 
collection. With the method proposed in this paper another 
£150 million would be required from income tax to compensate 
for the loss of employers’ and employees’ contributions to the 
contributory insurance schemes, and a further £1,900 million 
to meet the increased cost of the basic allowances. It would 
therefore appear that a yield of £3,100 million from the new flat- 
rate system of income tax should be sufficient. Tax at 8s. in 
the pound on income of £8,000 million would produce £3,200 
million. Much seems to depend on being able to maintain 
taxable income at £8,000 million a year. 

It might be objected that it is unreasonable to assume an 
unchanged money income. Any other assumption, however, 
would seem equally arbitrary, and in any case we declare our 
policy to be one of maintaining purchasing power, and purchasing 
power comes primarily from income. Further, if the number of 
persons employed is tending to fall, money wage rates are still 
tending to increase. 

In fire preceding references to tax attention has been con- 
centrated upon personal earned incomes, though it is intended, 
as the estimates of revenue to be obtained from a flat-rate tax 

1 Cmd. 6623. 
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show, that the tax should be paid on all inoome, including income 
from investments and the undistributed profits retained by 
corporate bodies. There seems no reason why, if it is desired, 
a different rate of tax should not be paid on “ unearned ” inoome 
than is paid on “ earned.” Thus if the earned inoome rate was 
fixed at 8s. in the pound the unearned might be fixed at 9s. 

With the present system of inoome tax certain additional 
reliefs are given, such as those in respect of insurance premiums 
and expenses in connection with one’s employment. If it were 
decided to continue these, it could be done. For insurance, 
instead of the individual policy-holder claiming, it would seem 
reasonable, seeing that all persons pay tax at the same rate, 
for the insurance companies to claim the rebate in a lump sum 
and reduce premiums accordingly. Expenses in respect of 
employment are now largely standardised, and the payment 
might be made by the employer to the worker not as income, but 
as an expense in the same way that a traveller’s expenses are 
allowed. A flat rate would prevent abuse. The need for 
allowances for dependent relatives would disappear, as these 
relatives would have their own basic allowances. It would 
complicate matters to continue the wife’s earned income allowance, 
whilst to attempt to make people in the highest earned income 
groups pay at the investment income rate might also be ad- 
ministratively difficult. 

There is nothing which would prevent alterations in the 
standard rate of tax at any time, whilst in the case of basic 
allowances alterations could be made easily with any new issue 
of books or vouchers. 

The system indicated would simplify not only the collection 
of taxation from one’s major employment, but from other sources 
as well. In such cases tax could automatically be deducted at 
the standard rate. This would enable certain evasions to be 
prevented whenever this secondary source was a recognised 
employer or institution, for small casual receipts are liable to 
get missed. For instance, many people have small receipts 
from savings which evade tax. On the other hand, it would still 
be impossible to collect tax on casual earnings where payment 
is made by private individuals, and this kind of earning might 
increase substantially. 

It is possible that in time much of the concept of personal 
liability to income tax would disappear. Even at present many 
workers think rather in terms of what is in their pay packet 
than what their gross earnings are. It seems possible that under 
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this scheme individual assessments for income tax would no 
longer be required, and that would be a great saving of man- 
power. What would happen would be that firms would have to 
pay to the Inland Revenue a certain proportion of their wages 
bill, of their profits and of any other payments that directly 
become income to others. In other words, tax would be payable 
at a fixed rate on the firm’s net output, suitably defined by 
excluding depreciation. But still everyone would be concerned 
with the rate of income tax, for a change in tax from, say, 8s. 
to 7s. in the pound would be comparable to an edict raising 
incomes by 8%. 

A simplified system of taxation of this kind would enable 
the Ministry of Labour to concentrate .on employment rather 
than on unemployment benefit, for the health service to be more 
concerned with health and less on payments to the unhealthy, 
whilst the pensions organisation would have very much less to 
do. It would still be necessary to maintain the system for the 
assessment and collection of surtax, but there are only 126,000 
surtax payers, compared with some 10 million who after March 
1946 will pay income tax. It will still be necessary to maintain 
an organisation for assessing producers, including all those persons 
who work on their own account, but it will be to measure their 
net output rather than their profits. In other words, we should 
have as a by-product a measure of the national income and much 
of the information required for an annual census of production. 

If at one end of the income scale the present system of surtax 
would have to be maintained, so at the lower end some system 
such as that of the Assistance Board or Poor Relief would still 
be required for those cases where peculiar circumstances prevent 
treatment by a standard and simple formula. But the work 
of this organisation should be greatly reduced. 

Between the two extremes of surtax payer and the person 
in need of special assistance there could be enormous simplification 
of income-tax assessment and collection for both the Inland 
Revenue and employers. There would be a similar simplification 
in the payment of cash social benefits by the State. 

H. S. Booker 


London School of Economics. 



THE ECONOMIC POSITION OF THE DOMESDAY V ILL AN l 

In the account of the Domesday Inquest written by Robert, 
Bishop of Hereford , in the very year that the survey was made, 
there is a fairly definite reference to two methods of classifying 
the English peasantry. The descriptio of England, we are told, 
included not only the possessions of the great, but also the homines , 
both serfs and free men, and as well those merely dwelling in 
cottages (tuguria) as those possessing homes and lands. 1 Bishop 
Robert was a learned man, and it is probable that he was present 
at the council which in the winter of 1086-6 discussed the problems 
of the projected inquiry; but one may perhaps doubt whether 
he fully understood that to classify men according to their legal 
status is not the same thing as to classify them according to their 
economic condition. And certainly the two methods are employed 
somewhat indiscriminately in Domesday Book. 

Hitherto Domesday students have concerned themselves 
rather with legal than with strictly economic matters. More 
attention has been given to the problem of determining which 
classes were “ free,” and what degree of freedom they enjoyed, 
than to that of estimating the size of their holdings. That a 
juristic bias adversely affected the perspectives of the older 
economic historians on the Continent has been strongly asserted 
by Sombart and, with qualifications, by Dopsch. 2 And though 
in England there has been perhaps less of this onesidedness, the 
same tendency has been operative here at least in the mediaeval 
field. Maitland and Vinogradoff, manysided as they were, were 
both professors of law. 

That no serious attempt has previously been made to construct 

1 Hie eat annua XX mU4 WUlelmi , regia Anglorum , quo jubente hoc anno totiua 
Angliae facta eat deacriptio in ogria singularum provinciarum , in poeaeaaionibue 
aingulorum procerum , in ogria eortm , in manaionibue, in hominibua tom aervia 
quam liberie , , torn in tuguria tantum habitantibue , quam in domoe et agroa poaai • 
dentibua , in carrucia , in equia et caeteria animalibua, in aervitio et cenau totiua 
terras omnium : Stubbs, Select Charter a, 9th edition, p. 95. 

* W. Sombart, Her modeme Kapitalismua , Vol. I, part i (edition of 1928), 
pp. 23, 314; cp. his article in the Economic Hiatory Beview t Vol. II (1929), 
pp. 5-7; A. Dopsch, Verfosaunga - und W irtahaftageachichte dee Mittelaltera (1928), 
pp. 357, 550 (in articles published originally in 1918 and 1927). Sombart includes 
Cunningham and Ashley among those against whom he brings this criticism. 
Dopschis much more ready to recognise the immense debt which economic history 
owes to legal historians, and, in particular, has, in spite of their differences, 
stressed the great range and fine balance of Vinogradoff, V ierteljohrackrift fur 
Sozial . und Wirtechaftegeechichte, Vol. XXIII (1930), pp. 115-16. 



JTTK15 1946] ECONOMIC POSITION 07 DOMESDAY V ILL AN I 245 


a comprehensive statistical picture of the holdings of the English 
peasants in 1086 is no doubt partly due to the fact that Domesday 
Book tells us very little directly about the amount of land which 
the various classes possessed. Apart from statements about the 
holdings of sokemen and liberi homines, which are fairly frequent 
in some of the eastern counties, it is only in Middlesex and part 
of Cambridgeshire that we find more than mere scraps of in- 
formation on these matters. And though for these two districts 
the data are, by way of exception, fairly full and precise, we 
cannot be sure that the hides, virgates and acres that are here 
assigned to the peasantry were in fact measurements or even 
estimates of real areas and not fiscal assessments which bore no 
uniform relation to agrarian realities. 1 

There is, however, another series of statements in Domesday 
Book which provide much more fruitful material ; and it is rather 
surprising that this material has been so little utilised for statistical 
purposes. I refer to the clause relating to the tenants’ plough- 
teams. That the number of ploughing oxen which a man possessed 
must have borne a close relation to the extent of his arable land 
is obvious ; and except in districts especially devoted to sheep- 
farming, or pig-breeding, or to some economic activity that lay 
outside the normal types of agrarian economy, it is justifiable 
to regard the size of the arable holding as a rough index of the 
peasant’s prosperity.® It is true that in its most usual form the 
clause which tells us the number of the caruce hominum is baffling. 
One cannot make much of a statement that x viUani and y 
bordarii have n teams, for it is impossible to tell how the plough- 
beasts were distributed between the two classes. There is evidence 
that bordars sometimes did and sometimes did not possess 
teams.® Yet there remain a very large number of cases which 

1 Both Maitland and Vinogradoff inclined to the view that the Middlesex 
particulars do refer to actual field holdings. For their discussion of the problems 
these figures present see Maitland, J Domesday Booh and Beyond (1907 edition), 
pp. 477-8; Vinogradoff, English Society in the Eleventh Century (1908), pp. 
167-78. 

1 The danger of using this criterion in sheep-fanning districts has been 
emphasised by Eileen Power, and is well illustrated by the case of Swyncombe 
in Oxfordshire (as described in the Hundred Rolls), which she cites: Eileen 
Power, The Wool Trade in English Medieval History (1941), pp. 29-30. 

* For example, at Sutton in Bedfordshire, on the land which Turbert held 
of the Countess Judith, there was one plough on demesne et iiij bordarii cum j 
caruca (f. 217b), while an entry on the preceding folio tells us that at Easton in 
the same county six viUani have three ploughs, and adds Ibi xij bordarii et ij 
sertri (f. 216) — an entry which seems almost to imply, not only that the bordars 
had no ploughs, but that this was to be expected, and which may therefore be 
contrasted with such an entry as that at Mileford in Yorkshire : Ibi iiij viUani 
et v bordarii sed non arant (f. 316b). It is tempting to regard the ploughs as 
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give the details about the ploughs for the members of one class 
only. And it is the object of this paper to present the evidence 
that is provided by Buch cases in regard to the ViUani, who form 
the most numerous class in the Domesday enumeration both in 
the country as a whole and in twenty-five of the thirty-four 
Domesday shires taken separately. 1 

The statistical results of my investigations are summarised 
in the three Tables printed below (pp. 262-4). But before I consider 
the implications of these figures, something must be said about 
their basis and limitations. To go through Domesday Book 
(which in the printed edition comprises nearly 2000 folio columns) 
and to pick out from its pages more than 1600 statements relating 
to over 10,000 individuals is, even with the help of the Victoria 
County History translations, which I used for some counties, 
a laborious and protracted task. Those who have done most work 
upon Domesday Book will readily appreciate the fact that I 
cannot claim either absolute completeness or absolute exactness 
for my figures. Each case has been carefully checked ; but in a 
compilation of this kind it is very easy to overlook a few entries 
which should have been included. I have endeavoured to exclude 
every statement whose interpretation was in any degree doubtful. 
But even here, since the work of extracting the figures had to be 
spread over many weeks, it is possible that I have not been 
perfectly consistent and that a mood of enhanced scepticism may 
now and again have led me to reject an entry of a form which at 
another time I may have judged to be acceptable. 2 Yet theso 

belonging solely to the villani in cases where, although the villani and bordarti 
are linked together, the number of the ploughs is either equal to the number of 
the villani or is some simple fraction of that number, and has no such simplo 
relation to the number of the bordarii . There are, for example, numerous 
cases of this kind in Sussex. Thus at Bishopstone xxx villani cum ix bordariis 
habent xxx carucas (f. 16b), and at South Mailing cc el xix vittani cum xxxv 
bordariis habent Ixxiij carucas (f. 16). But I have excluded all such cases from 
my figures as too conjectural. Here and elsewhere in this article the references 
are to the first volume of Domesday Book unless the contrary is Stated. 

1 These statements are based on Ellis’s figures. Corrected totals are avail- 
able for some counties, but those of Ellis are accurate enough for the purpose 
for which they are used above. In reckoning the Domesday shires as thirty- 
four in number, I have followed Ellis, who includes the district “between 
Ribble and Mersey ” in Cheshire and does not separate from Yorkshire those 
portions of the north-western counties that are dealt with in connection with 
Yorkshire in Domesday Book. 

* The facts about the plough-teams are stated in Domesday in a great 
variety of ways. I have excluded cases where the formula is, “ There is land 
for x teams which are there with y villani” for one cannot rule out the possi- 
bility that some or all of the teams may in such oases have belonged to a 
demesne which is not specifically mentioned ; but the entry for Aisse in Devon 
(Terra est iij carucis Has habent ibi vj vittani cum i servo , f. 100b) was judged 
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admissions are not so damaging as perhaps they may seem at 
first sight, at least to those unfamiliar with the problems and 
difficulties of Domesday study. The figures, it must be re- 
membered, constitute a sample of the whole class of Vittani ; 
and if I have omitted any cases that I ought to have included, 
that will only mean that the sample is not quite so large as it 
might have been. If I have included any cases which a reconsidera- 
tion would lead me to exclude as doubtful, they cannot be more 
than a negligibly small proportion of the total number. In 
general I am satisfied that my figures are trustworthy as a basis 
for such broad and general conclusions as alone can legitimately 
be drawn from statistics of this kind. 

Three districts that come within the scope of Domesday Book 
do not appear in the Tables. The brief and summary entries 
which are all that Domesday devotes to the land “ between 
the Kibble and the Mersey ” proved useless for my purposes : 
a statement that at Salford there were two viUani with one 
plough is, I think, the only one that tells of ploughs held by 
villeins only in this district. It also seemed necessary to exclude 
Cornwall and Middlesex. In Cornwall I found only two entries 
that seemed to isolate the teams of the villani , and in both the 
interpretation of the entry is rather doubtful . 1 In Middlesex 

admissible As the possession of plough-beasts by servt seems very improbable, 
I have mcluded the numerous cases where the formula is of the kind we find at 
Wilderley m Shropshire ( Terra eat uij carnets In dommto eat una et uij servt et 
tij villant cum j caruca, f 258b). That the sertn here belonged to the demesne 
and that the oxen (other than those allocated to the demesne) all belonged to 
the villani may safely be assumed : if the servt and villani were meant to be 
linked together we should expect the servt to be mentioned last ; and, further, 
the servi we meet with in entries of this type are often just twice as numerous 
as the demesne ploughs, which makes it very probable that they were demesne 
ploughmen (see for example Oakley, Northants, f. 228b, and Empmgham, 
Rutland, f. 227b). On the other hand, I felt it safer not to include an entry 
which runs Ibt v villani et tyj servt hdbent v corneas ( Brotone , Devon, f. 105), 
but I have mcluded the entry Ibi uj viUant cum t servo habent % camcam ( Tome - 
berie , Devon, f. 105b). Among Yorkshire cases I rejected the figures for Chile- 
bume (Hugo habet t bi % vtllanum et tj carucas , f. 327) but accepted those for 
Tresch (Hugo habet ibt x villanos habentes tj carucas , f. 327). Perhaps these 
examples will suffice to illustrate the types of problem that one meets and the 
way I have tned to deal with them. It is m regard to marginal cases that I 
may not always have been consistent. My aim has been to exclude all material 
that I judged to be doubtful. 

1 At Bodmin (f. 120b) the statement runs Ibt v viUant habent tj carucas cum 
V) bordartts ; and though it appears probable that the plough-teams belonged 
to the villani , the possibility that they were distributed among the two classes 
cannot be excluded, especially as borders possessing plough-beasts are found in 
Cornwall at Atssetone (f. 122) and at Pangrol (f. 125). The other entry relates 
to W met one (f. 120) : we are told that the vtllant have twenty-four ploughs and 
and that there are twenty-four villani t forty-one colibertt % thirty-three bordaru 
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there are only three or four unexceptionable entries that might 
have been used for my tables without more ado, for though we 
are frequently told in the Middlesex Domesday that the viliani 
have so many teams, it appears probable that the term is em- 
ployed m this clause in a broad generic sense, just as it seems to 
be in the similar clause found in the Exon. Domesday, and thus 
included borders, and perhaps also cottars, as well as villeins in 
the specific sense . 1 On Ranulf Flambard’s land at Stepney there 
were, we are told, three teams “ of the viliani," yet the only 
peasants mentioned are fourteen bordars . 2 Again, for Hamp- 
stead, for Charlton, and for the land of Robert son of Rozelin at 
Stepney, the plural viliani is employed in the clause about the 
tenants’ teams (and in the case of Hampstead is coupled with a 
verb in the plural), although in each of these entries the enumerated 
tenants only included a single viUanus along with the bordars 
and other classes . 3 No doubt a critical sifting of the Middlesex 
data would yield some trustworthy figures, for on some manors 


and fourteen senn. But here the Exchequer text follows the formula of the Exon 
Domesday, which, though it appears to isolate the teams of the t nllam, and so 
to promise information which is not otherwise available for Cornwall, cannot 
really be utilised for this purpose, because, as Maitland pointed out (op. cit , 
p. 39), there is reason to think that m the statement about the ploughs Exon 
uses the term i nllani m a general sense which mcludes the bordars : we may be 
told that the viliani have half a team and then find that the enumerated popula- 
tion consists of two bordartt and six servi ( Lanner Cornwall, m Exon , ed. Elbe, 
p. 215, cp. Canorgel, p. 203, Talgollo , p. 204, and other instances too numerous 
to be explained away as due to the omission of viUant from the enumeration by 
scribal error) There are a good many examples m Cornwall of those arithmetical 
correspondences which tempt the incautious to conclude that all the teams 
belonged to the t nllani — e g , St. Germans (f 120b), where there were twenty- 
four villeins and twenty bordars with twenty four teams, or Cargav (f. 121), 
where there were twelve villeins and twenty-two bordars with six teams But 
similar correspondences occur between the teams and the bordars, and between 
the teams and the villeins and bordars combmed — e g., Lanherwev (f. 120b), 
where there were eight viliani and six bordars with three teams, or Pennehe 
(f. 120), where there were twenty-four villeins and sixteen bordars with twenty 
teams. The danger of arguing from “round totals and neat quotients ” is well 
illustrated by the case of Harpswell m Lincolnshire cited by Professor Stenton 
(Foster and Longley, The Lincolnshire Domesday , Lincoln Beoord Soc., 1924, 
Introduction, p. xx). If we combine the three entries in Domesday which relate 
to Harpswell, we get a total of eleven sokemen and fourteen villeins with fifty 
oxen, or exactly a pair of oxen each. But m fact there were six sokemen with 
two and a half teams or twenty oxen, five sokemen and one villein with six 
oxen, and thirteen villeins with three teams or twenty-four oxen. 

1 For the use of the term t nllani in Exon, see the preceding note. As the 
Middlesex formula resembles that of Exon., it is perhaps significant that in 
Domesday Book Middlesex immediately follows the south-western counties that 
are comprised m the Exeter text. 

* f. 127b. 

* ff. 128, 130b. 
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the enumerated peasants consisted entirely of villeins, but as 
we have much fuller evidence for this county in the direct state- 
ments about the villeins’ holdings, I have not made the detailed 
scrutiny that would be required for the extraction of such 
figures. 1 

In spite of the exclusion of the three districts just mentioned 
and a ruthless rejection of doubtful entries, we are left with data 
relating to 10,733 villani. That is very nearly 10% of the total 
number of viUani enumerated in Domesday as summed by Ellis, 
and over 10% of the total exclusive of Cornwall and Middlesex. 
The sample is, however, very unevenly distributed between the 
various counties. In Bedfordshire it amounts to over 67%, in 
Wiltshire to little more than half of 1%. Yet we have a sample 
exceeding 6% for each of twenty-two counties, and one exceeding 
10% for Yorkshire. Cheshire, Derbyshire, Lincolnshire, Shrop- 
shire, Gloucestershire, Huntingdonshire, Cambridgeshire, Bedford- 
shire, Hertfordshire, and Sussex.* 

1 A number of Bedfordshire entries are of the Middlesex type : the enumera- 
tion of the various classes is preceded by a statement that ** the villani ” have 
so many teams. In two of these cases (Wilden, f. 209b, and Dean, f. 210) the 
enumeration does not include any villani in the specific sense. I have not used 
any figures from such entries. I have, however, included the very numerous 
Bedfordshire cases where we read, not that “ the villani ” possessed so many 
teams, but that “ x villani have y teams ” and then that there are so many 
borders and serfs. Even here the question arose whether the term villani 
includes the other classes, for not infrequently the number of the villani is either 
equal to the number of borders or equal to the number of borders and serfs 
added together. Thus of Wilshamstead we read : Ibi xj villani habent iiij 
carucas et xj bordarii et j servus (f. 217), while at Lidiington (f. 211) the entry 
runs : xxiij villani habent viij Caracas. Ibi xvj bordarii et vij servi (cp. Wyboston, 
f. 212; Clopthill, f. 214; Henlow, f. 215b; Putnoe, f. 212b; Bletsoe, f. 217). 
In spite of such disturbing coincidences, the figures from these entries must, I 
think, be accepted at their face value, for the following reasons : (1) The formula 
is often used where the villani outnumbered all the other classes {e.g., Cranfield, 
Barton-in-the-Clay and Pegsdon, f. 210b). (2) It is often used where the villani 
were fewer than the bordars (e.g., Podington, f. 216; Easton, f. 216; Felmers- 
h&m, f. 217), and it occurs at Streatley (f. 212), where they were fewer than 
either the bordars or the serfs. (3) Similar coincidences between the numbers 
of the villani and the numbers of other classes occur in entries whose phraseology 
clearly implies the distinctness of the former (e.g., Houghton, f. 213 *. et viij 
villani et vj bordarii et ij servi ; Langford, f. 215b : Ibi xij villani vij bordarii 
v servi} Henlow, f. 218 : Duo villani et ij bordarii et ij servi). (4) Correspond- 
ences of this kind might arise through each villein having a bordar or a serf to 
work for him. (5) The assumption that the team-owning villani were the same 
persons as the bordars and serfs whose numbers are the same would lead to 
some highly improbable results : at Clopthill it would mean that five bordars 
had six full plough-teams between them. 

* the counties are those districts which are included under the respective 
county headings in Domesday Book, so that Cheshire includes the land between 
Mersey and Kibble, and Yorkshire includes some fragments of the north-western 
shires. In a very few cases, guided by the editors of Domesday in the Victoria 
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It is essential to remember that the basis of the figures is a 
series of statements which, in one way or another, tell us that x 
villani have y teams. 1 Except in the comparatively few cases in 
which the statement refers to a single isolated villanus , the data 
cannot be made to yield any precise information as to the 
possessions of individuals. 2 We know, for example, that in 
Yorkshire 842 villeins belonged to groups whose numbers had 
on an average between a quarter of a team and half a team each, 
while 139 belonged to groups averaging exactly half a team per 
villein. But we do not know how many individuals possessed 
more or less than the average of their group. On the other hand, 
it is important to recognise that the figures are in fact much more 
informing than they would be if they merely meant that 842 or 
139 villeins, as the case may be, averaged so many oxen apiece. 
Two facts justify the conclusion that the number of plough- 
beasts possessed by most of the villani did not vary very widely 
from the average number of the class to which they are assigned 
in the tables. 

In the first place, most of the groups to which the basic state- 
ments relate are quite small groups. The largest of all occurs at 
Rameslie , in Sussex, where ninety-nine villeins had forty-three 
teams, and the next largest is at Ferle, in the same county, where 
there were eighty villeins with thirty-four teams. 3 But, besides 
these, there are, among the groups used for these tables, only 
four in the whole country that contain as many as fifty villeins, 
two of these being in Yorkshire, one in Somerset, and one in 
Devon. And though Yorkshire can show twelve groups of more 
than twenty, Bedfordshire nine such groups and Kent and 
Huntingdonshire six each, eleven of the counties that figure in the 
Tables have no group exceeding twenty and six others have only 

County Histories, I have transferred figures entered in Domesday under one 
county to the county to which they properly belong, but such transfers have 
been too few and small to affect the statements in the text. 

1 Where the Domesday statements are made in terms of oxen I have reckoned 
eight oxen to the team. As I have recently shown (English Historical Review , 
Vol. LX, 1945, pp. 217-33), the Domesday caruca was not invariably one of 
eight oxen in the south-western counties. But any error that this may involve 
in my figures must be quite negligible. It was only, I think, in 128 entries 
(out of more than 1500) that the need of converting oxen into teams arose at 
all, and eighty-six of these cases belong to Lincolnshire, a county in which 
there is pretty conclusive evidence that eight oxen were invariably reckoned to 
the team (see particularly Grimsby, etc., f. 343, and Bicker, f. 348b). From 
those south-western counties in which the caruca was variable we have only 
two entries in which it was necessary to convert oxen into teams : they concern 
six villani in Devon out of a total of 512 for that county. 

1 The entries relating to individual villeins number about ICO. 

• ff. 17, 21. 
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one. For the country as a whole the average size of the basic 
group is seven. 

Secondly we have to reckon with the familiar fact that the 
villeins of a mediaeval English village or manor usually fall into 
a few classes marked by uniform or nearly uniform holdings within 
each class. Domesday itself reveals this type of agrarian structure 
in the few districts for which it supplies information about the 
villeins* land. Every column of the section devoted to Middlesex 
contains evidence of this kind of thing, for even if the hides, 
virgates and half-virgates ascribed to the villani of this county 
were fiscal assessments rather than actual areas of land, their 
uniformities must reflect corresponding uniformities in the 
agrarian conditions . 1 The Middlesex manors usually contained 
two or three classes of villani . Thus on the Bishop of London’s 
manor at Fulham there were five villeins with one hide each, 
thirteen who held a virgate each, and thirty-four who had each 
half a virgate . 2 But in a few places all the villeins had equal 
holdings. At Cranford there were eight villani, and each of them 
possessed a virgate . 3 At Lisson (Lilestone) each of the four villani 
is credited with half a virgate . 4 And when we turn to the Isle 
of Ely we find that here complete equality of villein holdings 
within the same manor or “ berewick ” seems to be the rule rather 
than the exception. Domesday Book reveals such equality at ten 
places in this area, and the additional detail provided by the Ely 
Inquest enables us to add five more estates to the list, while it is 
only on three manors that the villein holdings fall into two groups . 5 
So far as I know, Middlesex and the Isle of Ely are the only dis- 
tricts for which Domesday provides us with any considerable 
body of information of this kind. But there is no reason to 

1 I mean within the same manor. As between one manor and another it 
may well be (as stated above on page 245) that the assessments, if assessments 
they be, “bore no uniform relation to agrarian realities'* for beneficial hidation 
was often a privilege of particular estates: see Vinogradoff, op . cit. f pp. 177 
et seq. 

* f. 127b. 

» f. 130b. 

4 f. 130b. 

4 fT. 191b, 192, 192b; Ely Inquert in N. E. A. S. Hamilton, Inquioilio Comi- 
UUuo Cantabrigiensis (1876), pp. 115-20. At Witcham the Ely Inquest says 
there were two villeins with fifteen acres each and a third with ten acres, while 
Domesday speaks of two villeins only and gives them each ten acres. If we 
regard the former as the oorrect reading, that would give us fourteen manors 
or “ berewicks “ with equal villein holdings and four where they form two groups. 
I have not counted Chatteris, where the Ely text seems to be corrupt, and Domes- 
day does not give the particulars. At Whittlesey all the villeins had eight-aere 
holdings on the manor of the Abbot of Thomey, twelve-acre holdings on the 
manor of the Abbot of Ely : Dd. f. 192b, Ely Iuq. t p. 115. 

No. 222. — vol. lvi. 


s 



252 


THE ECONOMIC JOUBNAL 


[JXTNE 


suppose that conditions in these regions were in this matter at 
all unusual. At Sawbridgeworth in Hertfordshire an exceptionally 
detailed entry in Domesday gives us a glimpse of the same kind 
of thing — fourteen villani with a virgate each, and thirty-five 
each of whom had half a virgate. 1 * On three other Hertfordshire 
manors the Ely Inquest supplies particulars which show that at 
Hatfield all the villeins had equal holdings, and that at Hadham 
and Kelshall (Chyllessella) they formed two groups.* In a part of 
Cambridgeshire remote from the Isle of Ely, the Inquisitio 
Comitatus Cantabrigiensis gives some details that Domesday Book 
denies us about the manor of Count Eustace at Ickleton : we 
learn that of thirty villani eleven had half a hide each, while one 
held a whole hide and one a virgate. 3 In the west of England a 
reflection of similar conditions may be seen in the occasional 
references to integri viUani and dimidii villani that occur in the 
Gloucestershire and Shropshire sections of Domesday Book. 4 
But there is no need to labour the point, for the tendency of 
villein holdings to consist of standard shares or fractions of shares 
is a commonplace of knowledge, and its prevalence is far more 
likely to be exaggerated than contested. 

The Tables printed below give in detail the figures I have 
obtained by my investigations. But the general conclusions to 
which they point can best be appreciated if the classification is 
simplified so as to bring out the main facts, first for the country 
as a whole, and secondly in so far as they relate to regional 
differences. 

I. In a general view perhaps the most important fact which 
emerges is the large number of villani who must have had more 
than the pair of oxen commonly associated with a virgate of land. 
The average for the whole area of thirty-two counties is well 
above a quarter of a team per villein — 2-9 oxen, in fact, if we reckon 
eight oxen to the team. In thirteen counties the average is three 
oxen or more; in Herefordshire, Gloucestershire and Sussex it 
exceeds half a team. If we arrange the figures, as in Tables II 

1 f. 139b. 

* Ely Inquest in Hamilton, op. cit.> pp. 124-5, ep. Seebohm, English Village 
Community , p. 94, where these cases are cited. Hadham is a place that supplies 
figures for my tables. Domesday says there were fifteen villani there who had 
eight teams and they are included in the tables among those averaging between 
half a team and a whole team. But the Ely Inquest shows that one of them 
had land rated at a virgate while each of the others had land rated at half a 
virgate, so that probably in fact fourteen had half a team each and one a whole 
teaxft. 

• I.C.C., p. 41. 

4 See the examples cited by Vinogradoff, op. cit., p. 448. 
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and III, according to the averages of the groups to which the 
basic statements refer, we get similar results. Almost 63% of 
the total number of vittarti whose teams are separately stated 
belonged to groups averaging more than a quarter of a plough- 
team per villein ; and 23*9% had on an average half a team or 
more. These figures suggest that generally accepted views about 
the holdings of the eleventh-century villeins need considerable 
modification. They do not necessarily mean that we must cease 
to think of the virgate as the normal villein holding. Virgate 
holdings may well have been more numerous than holdings of 
any other one size. The Tables themselves show that there were 
more viUani in groups averaging exactly a quarter of a team per 
villein than in those averaging half a team, or a whole team or an 
eighth of a team. There can be little doubt moreover that many 
of the individuals in other classes actually possessed just two oxen. 
Yet though all this may be admitted, the figures point unmistak- 
ably to conditions materially different from those commonly 
believed to have prevailed. They appear incompatible with such 
a predominance of virgate and half-virgate holdings as is often 
taken for granted. 1 The number of villani averaging half a 
plough-team each is more than double those averaging just 
one-eighth of a team ; if we add to it those averaging a team 
apiece, the total exceeds that of those averaging just a quarter- 
team by some 13%. 

The actual possessions of individuals cannot, of course, be 
discerned through this mist of averages. But a gleam of reflected 
light can be thrown into the obscurity if we make a statistical 
experiment with the data which Domesday supplies for the county 
of Middlesex, comparing the individual villein holdings of Middle- 
sex with the averages to which we should be confined if these 
particulars had been denied us, and comparing these averages 
with those of our statistics for the rest of the country. For the 
purposes of this experiment it does not really matter whether the 

1 Seebohxxi not only maintains that the virgate was the normal holding of 
the Domesday villein, but says, “ The number of villani holding half-virgates 
was probably greater than the number holding half -hides and hides; so that 
the average holding would perhaps hardly be equal in acreage to the normal 
holding of 30 acres" (op. cit., p. 102). Maitland, though recognising the 
heterogeneity of the villein class, says, “ Perhaps in general we may endow the 
villanu* of Domesday Book with a virgate " (op. cit., p. 40). Ashley, in the 
course of an attempt to “ picture to ourselves an eleventh-century manor in 
Middle or Southern England," says, “ Of the land held in villenage, far the 
greater part was held in Hhole or half virgate* or yardlands ” (An Introduction 
to English Economic History and Theory , Part I, vol. 1, edition of 1006, p. 7). 
VinogradofTs view was better balanced (op. cit., pp. 447-8). 
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hides and virgates and their fractions of which we read in the 
Middlesex section of Domesday were actual areas or fiscal 
assessments. 

In Middlesex Domesday is generously informing. Even when 
we confine ourselves to entries that are quite free from ambiguity 
and show no sign of corruption in the text, we are left with 
particulars about the holdings of 454 individual viUani, or nearly 
40% of the total number of villani in the county. And we find 
that, of these 454 holdings, nine were whole hides, thirty half- 
hides, 216 virgates, and 196 half-virgates, while there was one 
holding of fourteen acres, one of twelve acres and one of eight 
acres. Thus the Middlesex distribution conforms to the traditional 
view in that it shows a great preponderance of virgate and half- 
virgate holdings. But let us suppose that Domesday had only 
given the total areas held by the villani in each manor, telling us 
no more about these hides and virgates than it tells us about the 
teams in the statements that are the basis of our statistics for 
other counties. In the first place we then get for Middlesex an 
average of less than a virgate per villein — 1-8 half-virgates or 
oxgangs in fact, as compared with our average of 2-9 oxen for 
the other thirty-two counties. That is in itself significant. 
But, secondly, let us arrange the Middlesex totals in a scheme of 
averages precisely parallel to that of Tables II and III, treating 
hides as we have treated teams, and virgates as we have treated 
quarter-teams. The results work out thus : — 



Aver- 
age of 

1 hide 
or 

more. 

Aver- 
age be- 
tween 
£ hide 
and 1 
hide. 

Aver- 
age of 

1 * 
hide. 

Aver- 
age be- 
tween 
£ and 
£ hide. 

Aver- 
age of 
ju*fci 
hide or 
vir- 
gate. 

Aver- 
age be- 
tween 
t and 
£ hide. 

Aver- 
age of 
just £ 
hide or 
i vir- 
gate. 

Aver- 
age of 
under 
£ hide. 

Number of 
villani 

None 

None 

m 

109 

38 

289 

12 

3 

Number of 
viUani ex- 
pressed as a 
percentage 
of the total 
of 454 

Nil 

Nil 

1 

24-0 

8-4 

63*7 

2*6 

0-7 


Two things seem notable about these figures. First, a comparison 
of the averages with the actual distribution of holdings in 
Middlesex shows that the averages tend to obscure both the 
larger holdings and the half-virgate holdings. The number of 
holdings averaging exactly a virgate each is more than twelve 
times the number averaging half a hide or more, and more than 















1948 ] THE ECONOMIC POSITION 07 THE DOMESDAY V ILL AN I 255 

three times the number averaging just half a virgate. In fact, 
the virgate holdings were less than six times as numerous as those 
of half a hide or more, and they exceeded the half-virgate hold- 
ings by less than 11%. Secondly, the pattern of the Middlesex 
averages is very different from that of the Tables for the com- 
bined other counties. In Middlesex nearly 75% of the villani 
fall into one or other of the three groups averaging respectively 
a virgate, a half-virgate and something between the two : in 
the Tables less than 32% are to be found in the corresponding 
groups of teams. Further, as against 63% averaging more 
than a quarter of a team and 23*9% averaging half a team 
or more in the Tables, the Middlesex figures show only 24-7% 
averaging more than a virgate and only 0*7% averaging half a 
hide or more. Thus our experiment supports the conclusion that 
the team statistics imply conditions not a little different from 
those which are usually supposed to have existed and that villein 
holdings of two virgates or more were pretty common in England 
in 1086. Even in Middlesex hide and half-hide holdings actually 
amounted to more than 8 J% of the total number of villein holdings 
for which evidence is forthcoming, and, if we take the Middlesex 
figures to be areal measurements, occupied some 23% of the 
total amount of land that the villani held ; and everything goes 
to show that in the country as a whole there was no overwhelming 
preponderance of virgate and half-virgate holdings such as 
ostensibly obtained in Middlesex, but a proportion of larger 
holdings considerably greater than the proportion indicated by 
the figures for that county. 1 

II. The differences between county and county are surprisingly 
large. Among those counties for which we have a sample exceeding 
5% several show figures that diverge widely from those for the 
country as a whole. The most striking cases are set forth in the 
following table, which shows the numbers of villani averaging over 
a quarter of a team and under a quarter of a team respectively, 
expressed as percentages of the total number of villani for whom 
we have information in each county, and also the average numbers 

1 Of course if the Middlesex figures were assessments and not areas the 
agrarian realities in Middlesex may have approximated to the average of the 
thirty-two other oounties. My argument is simply that the team statistics for 
the combined thirty-two counties oannot be reconciled with a pattern of holdings 
such as the Middlesex figures, if interpreted as actual areas, would prove to have 
obtained in that county. Either villein holdings were on an average larger in 
the country as a whole than they were in Middlesex, or the actual holdings in 
Middlesex ran larger than is suggested by the statements about the villeins* 
hides and virgates in the M iddle s ex section of Domesday. 
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of oxen per villein, or, to speak more exactly, the figures we 
obtain by multiplying the number of teams specifically assigned 
to viUani by eight and dividing the result by the numbers of 
villeins to whom they are thus assigned. 1 


County. 

Number of oxen 
per villein. 

Percentage of 
villani averaging 
more than £ team. 

Percentage of 
villani averaging 
less than J team. 

Herefordshire 

4*8 

96*7 

Nil 

Gloucestershire 

4*7 

98*3 

0*7 

Sussex 

41 

89-9 

3*7 

Bedfordshire 

3*7 

88*3 

42 

Hertfordshire 

3*3 

85-6 

6*6 

Huntingdonshire . 
Hampshire . 

3*1 

2-8 

78-6 

77*4 

15*8 

13*8 

Norfolk 

1*0 

2*5 

96*9 

Lincolnshire 

1*5 

14-7 

73*4 

Kent . 

1*8 

37*3 

650 

All 32 Counties 

2*9 

63*0 

27*6 


It adds further point to the sharpest contrasts revealed in the 
above table to note that in Bedfordshire 36%, in Sussex 42£%, 
in Gloucestershire over 60% and in Herefordshire nearly 75% of 
the villani in question belonged to groups averaging half a team or 
more, as compared with 0*6% in Norfolk, 2-2% in Lincolnshire 
and 2*4% in Kent, while of the four former counties the only one 
with any villeins averaging an eighth of a team or less is Sussex, 
which has 1-4% in that position, as against Norfolk with 55%, 
Lincoln with 41% and Kent with 24|%. 

These contrasts cannot, I think, be explained away as due to 
any insufficiency of the samples. The smallest sample (that for 
Norfolk) is nearly 7^% ; and for Lincolnshire, which stands 
out in contrast to the first seven counties only less sharply than 
Norfolk does, we have a sample of 12%, while the counties with 
abnormally well-equipped villani include Bedfordshire, where the 
sample exceeds 67%. 

Another possible objection requires more consideration. 
The counties that show these marked divergencies tend to fall 
into geographical groups. There are three groups of counties 
where the evidence points to large villein holdings — a western 
group comprising Herefordshire and Gloucestershire; an east 
Midland group consisting of Bedfordshire and its two neighbours, 
Huntingdonshire and Hertfordshire ; and a southern group . 
formed by Sussex and Hampshire. 2 On the other hand, the pre- 

1 See Explanatory note to Table I, p. 262. 

* Worcestershire should almost certainly be included with the western 
group, for the seventy Worcestershire viUani of whom we have information 
averaged 3*7 oxen apiece, and none of them belonged to groups averaging a 
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dominance of small holdings is most marked in the contiguous 
counties of Lincoln and Norfolk. 1 But the obvious inference 
that this reflects regional differences in economic conditions must 
not be accepted too readily. The question arises whether the 
contrasts may represent, not real differences in agrarian organisa- 
tion, but differences in the phraseology employed by different 
bodies of Domesday Commissioners. If the Commissioners who 
conducted the Domesday Inquest differed in the sense in which 
they used the term villanua, so that the term was in certain groups 
of counties applied to classes of the peasantry who were not 
described as villani in the counties belonging to other circuits, 
that might go far to explain the statistical differences. A suspicion 
that this may be the explanation of the puzzle is aroused by the 
fact that Eyton, who attempted to map out the various circuits 
according to differences in the Domesday phraseology, considered 
that Gloucestershire, Worcestershire and Herefordshire formed a 
single circuit, and those three counties (if we accept the evidence 
of a 4J% sample for Worcestershire) constitute a very distinct 
group in the team statistics. Apart from this, however, neither 
Eyton’s scheme, nor Ballard’s suggested emendation of it, seems 
to support our sceptical hypothesis. Both those scholars reckoned 
Norfolk, Suffolk and Essex to be a distinct circuit, and the fact 
that these three counties, and these three only, are included in the 
Little Domesday makes this conclusion almost certain. But, 
then, Lincolnshire must have belonged to another circuit; and 
in the matter of team statistics Norfolk and Lincolnshire are very 
similar. Again, both Eyton and Ballard regard Huntingdonshire 
and Lincolnshire, which are statistically contrasted, as belonging 
to the same circuit, while another of their circuits combines 
Kent with Sussex and Hampshire. And though Ballard, unlike 
Eyton, would assign Hertfordshire to the same circuit as Bedford- 
shire, both dissociate these from the county of Huntingdon. 2 

quarter of a team or less. I have not, however, included Worcestershire in the 
table because the sample is under 5%. The propriety of reckoning Hampshire 
as forming a group along with Sussex is perhaps questionable, for though 
Hampshire has a high percentage of villeins belonging to groups averaging 
more than a quarter-team per villein, the average number of oxen per villein in 
this county is almost the same as that for the country as a whole. 

1 Rutland resembles its great neighbour Lincolnshire: forty-three out of 
fifty-eight villani in Rutland averaged less than a quarter of a team each. If 
we take the hides, virgates, etc., assigned to villani in Middlesex to be real areas, 
we may regard Middlesex as forming along with Kent a south-eastern group 
marked by comparatively small villein holdings : the Middlesex average of 1*8 
half- virgates per villein corresponds exactly to the Kentish average of 1*8 oxen. 

1 An account of the conjectured circuits will be found in A. Ballard, The 
Domesday Inquest, 1906, pp. 12-18. 
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The demon of terminological inconsistency cannot, however, 
be exorcised thus easily, for we know too little about the cirouits 
of the Commissioners and the methods they employed to argue 
confidently from theories about them. We must apply the test 
of evidence that bears specifically upon our problem. 

Two questions seem to require an answer. Can the apparent 
prevalence of very small villein holdings in, say, Lincolnshire and 
Norfolk be due to the inclusion within the class of viUani of 
persons similar to those described elsewhere as bordars or cottars ? 
Secondly, can the figures indicating large holdings in suoh counties 
as Gloucestershire, Herefordshire, Sussex and Bedfordshire be 
the result of a terminology which classed as viUani peasants 
whose economic counterparts were called sokemen or liberi 
homines in Norfolk and Lincolnshire ? If the evidence suggests 
that either or both of these questions should be answered affirma- 
tively, scepticism about the economic significance of the statistical 
contrast may be justified. 

The first question is readily disposed of. According to Ellis’s 
enumeration of the different classes of the Domesday population, 
the ratio of bordars to villani in Lincolnshire exoeeded that 
found in Gloucestershire, and though the relative number of 
bordars was greater in Herefordshire and Bedfordshire than in 
Lincolnshire, neither of those counties can show a proportion of 
bordars approaching that found in Norfolk, where they were more 
than twice as numerous as the villani. There were, according to 
Ellis, no cottars in Gloucestershire or Bedfordshire and only 
nineteen in Herefordshire, while in Sussex, where they were 
numerous, the ratio of bordars and cottars combined to the 
villani does not greatly exceed the ratio of bordars to villani in 
Lincolnshire and is enormously less than that ratio in Norfolk. 
It follows that the hypothesis of “ concealed bordars or cottars ” 
cannot discredit the agrarian contrast suggested by the team 
statistics. There is no reason to suppose that small holders 
who would have been called bordars or cottars elsewhere were 
concealed under the name of villani in Norfolk and Lincolnshire ; 
and even if they were so concealed in sufficient numbers to explain 
the peculiarities of the team statistics for those counties, we 
should still have to take the statistics as representing agrarian 
realities, though in such a case we might think it more appro- 
priate to speak of an abnorml proportion of these other classes 
than of viUani with abnormally small holdings. 

The second question is a more serious matter. Alike in 
Gloucestershire and Herefordshire, in Bedfordshire and Sussex, 
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sokemen and liberi homines are either not to be found at all, 
or are so few in number that they may safely be neglected. But 
in Lincolnshire Ellis reckoned that there were over 11,500 sokemen 
* as compared with 7,723 viUani ; and in Norfolk liberi homines and 
sokemen together numbered some 9,000 as compared with 
4,731 viUani. Obviously this means that if the sokemen and 
liberi homines had possessions comparable with the possessions 
of the more prosperous viUani in Gloucestershire, Herefordshire, 
Bedfordshire and Sussex, the apparent contrast between the two 
sets of counties might be reduced to a mere difference in termin- 
°l°gy, or, perhaps one should rather say, the contrast might be 
explained, not as a contrast of economic conditions, but as one of 
legal status, the more prosperous peasants of the Scandinavian 
east being distinguished from the viUani by their greater freedom, 
while their economic counterparts in the other counties were not 
so distinguished. 

The hypothesis can be tested by compiling team statistics 
for the classes in question. Perhaps it will be sufficient to make 
the test for the Lincolnshire sokemen. Fortunately Domesday 
is here kind to us and supplies statements about the teams of 
2,061 sokemen — a sample of over 17%. And I find that so far 
from resembling the better equipped among the viUani of such 
counties as Gloucestershire and Sussex, these sokemen were 
decidedly less well furnished with plough-beasts than the average 
English viUanus. They had on an average only 1*8 oxen apiece, 
as compared with an average of 2*9 oxen for the viUani of the 
combined thirty-two counties. If we combine the figures for the 
Lincolnshire sokemen with those for the Lincolnshire viUani — 
and such combination is what is really demanded by the con- 
ditions of the hypothesis we are examining — we get a total of 
3,009 sokemen and viUani who averaged 1*7 oxen apiece, and that 
is less than the average for the viUani of every county except 
Lincolnshire and Norfolk. Of the total of 3,009 only 28-6% 
belonged to groups averaging more, than a quarter of a team. 
Clearly our sceptical hypothesis must be abandoned. Like the 
“ concealed bordars,” the sokemen obstinately refuse to help 
the sceptic. 1 On the contrary, these Lincolnshire sokemen provide 

1 Professor S teuton lias already pointed out that as regards the possession 
of plough-beasts there was “ no material difference ” between the sokemen and 
vill ein s in Lincolnshire ; but his estimate that the ordinary aok eman and villein 
of this county was “ a man of two or three oxen ” seems to credit both classes 
with a better equipment than can be allowed them in view of my figures — 
Introduction to Foster and Longley, The Lincolnshire Domesday and The Lindsey 
Survey (Lincoln Record Soc., 1924), p. xx. 
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additional evidence for the conclusion that the peasants«of this 
county were peculiarly poor in plough-beasts. We cannot com- 
pare them with sokemen in the counties whose viUani were 
especially well equipped in this respect, for sokemen are there too 
few to be used for statistical purposes. But a comparison with 
Nottinghamshire is instructive. In the matter of villein teams 
Nottinghamshire appears to be a fairly average county. And the 
sokemen of Nottinghamshire were much better provided with 
plough-beasts than their fellows in Lincolnshire. According to 
TCllis there were 1,516 sokemen in Nottinghamshire, and we can 
ascertain the average teams of 211 of these — a sample of nearly 
14%. They averaged practically three oxen apieoe — 2*9 if we 
include two sokemen who are described as nichil habentes. Only 
8|% of those whose teams can be isolated from the teams of other 
classes belonged to groups averaging less than a quarter team, as 
against more than 56% in Lincolnshire. In Nottinghamshire 
thirty-nine out of 211 averaged half a team or more : in Lincoln- 
shire only thirty-five out of 2,051 were in that position. 1 

III. The form of the statements in Domesday that relate to 
the villeins’ teams prevents our learning much from them about 
the possessions of individuals. Yet they enable us to ascertain 
that some villani were substantial farmers and that there were 
others whose arable holdings must have been very small indeed. 
In the West Biding of Yorkshire, either at Barnsley or at Keres- 
forth (it is not clear which), there was a villein possessed of two 
whole plough-teams.* There was another equally well provided 
at Gillingham in Dorset. 3 There was a third at Haingurge 
( ? Hawkridge Farm, Hellingly) in Sussex. 4 At Curemtone in 
Devon; at Lyde and Moore in Herefordshire; at Clapham, 
Astwick and Clophill in Bedfordshire we find little groups of 
villeins who averaged somewhat more than a full team apiece. 4 
Altogether we can infer the existence of at least one viUanus who 
possessed a whole team or more in ninety-eight villages distributed 
over twenty counties, and that although our information covers 
not quite one-tenth of the total number of villani in the country ; 
and it may well be that some possessors of whole teams — perhaps 

1 The Lincolnshire evidence is so compelling that I have not thought it 
necessary to compile team statistics for the sokemen and liberi homines of 
Norfolk. It should be noticed, however, that Maitland called attention to the 
fact that some of the liberi homines in that county were but scantily provided 
with plough-beasts, op. e it., p. 100. 

• i. 80b. 

< f. 21b. 

• ff. 118, 182b, 212, 213b, 214. 
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a good many — lie concealed beyond the reach of arithmetical 
inference within the groups of villeins whose members had 
on an average less than a team apiece. 1 On the other hand, 
in addition to some seventy-five places in Lincolnshire, there are 
about seventy-five other villages (distributed over nineteen other 
counties) in which we are able to discern one or more villani who can- 
not have possessed more than a single ox, if indeed they possessed 
that. And though the contrasts we have previously noticed are 
apparent in this matter too — thirty-seven of these last seventy- 
five villages being either in Norfolk or Kent, while Sussex, 
Bedfordshire, and Gloucestershire provide nearly half of the 
ninety-seven villages in which the more affluent villeins can be 
traced — the range of local inequalities is also to be remarked. 
Ten counties — Yorkshire, Cheshire, Derbyshire, Nottinghamshire, 
Cambridgeshire, Suffolk, Kent, Sussex, Hampshire, Devon — 
are common to these two groups of twenty counties. Even 
Lincolnshire can show us, at North Kelsey, a villein who had 
six oxen. 2 Even in Norfolk the village of Breckles included 
among its inhabitants two villeins with a full team between 
them.® And though Sussex contained many exceptionally well- 
to-do villeins, at Preston in that county there were only two 
oxen among five villani . 4 

1 Of the ninety-eight localities, twenty-five are in Sussex, seventeen in 
Yorkshire, thirteen in Bedfordshire and ten in Gloucestershire. 

1 f. 347. 

» Vol. II, f. 126b. 

* f. 20b. 

Reginald Lennabd 

Wadham College, 

Oxford. 


[Tables I, II and III follow (pp. 262-4).] 
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Table I 

The Average Number of Plough-beasts per Villein of those Viliam 
whose Teams are Separately Stated in Domesday Book 


(Counties where the information is only available for less than 5% of the total 
number of villani are printed in italics.) 


Counties where the 
viUani had on an 
average more than 
i a team each. 

Counties where the 
villani had on an 
average } of a 
team or more but 
less than 4 a team 
each. 

Counties where the 
villani had on an 
average i of a team 
or more but less 
than } of a team 
each. 

Counties where the 
villani had on an 
average less than 
£ of a team each. 

Herefordshire 4*8 

Bedfordshire 3*7 

Staffordshire 

2*9 

Kent 

1*8 

Gloucestershire 4*7 

Worcestershire 3*7 

Yorkshire 

2*9 

Rutland 

1*8 

Sussex 4*1 

Buckingham- 

Hampshire 

2*8 

Lincolnshire 

1*6 


shire 3*6 

Cheshire 

2*7 

Norfolk 

1*0 


Dorset 3-4 

Nottingham- 





Hertfordshire 3*3 

shire 

2*7 




Essex 3*1 

Somerset 

2 7 




Huntingdon- 

Suffolk 

2*7 




shire 3*1 

Cambridge- 





Berkshire 3*0 

shire 

2*6 




Devon 3*0 

Oxfordshire 

2*6 




Shropshire 3*0 

Wiltshire 

2*6 

- 




Derbyshire 

2*6 





Leicestershire 

2 5 





Northampton 






shire 

*2*6 





Warwickshire 2*5 





Surrey 

2*4 




Average for 32 Counties » 2*9 


Note. — The figures show the number of oxen on the assumption that there 
were eight oxen in a team. But the unit is really one-eighth of a full team. 
Where a team of less than eight was reckoned as a full team, as was sometimes 
the case at least in Devon and Somerset, the figures exaggerate the average 
number of oxen possessed by the villein. But as an index to the area of arable 
he possessed, one-eighth of a team is probably a better unit of measurement 
than an ox where these differ. I agree with Pollock in thinking that “ where 
they were found, the smaller team of six oxen or the greater one of ten was 
about equal in working power to the more usual team of eight oxen elsewhere ” 
(English Historical Review , Vol. XI (1896), p. 813). 
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Table II 

The Numbers of Villani in each County whose Plough-Teams are 
Separately Staled in Domesday Booh Distributed According to 
the Average Fraction of a Plough-Team Possessed by the 
Members of each Group. 
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fi 
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I 
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& 
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1* 
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Bedfordshire 

25 

20 

267 

127 

638 

02 


mm 

0 

1,280 

Berkshire . 
Bucking- 

0 

0 

81 

18 

78 

12 


K 

17 

164 

hamshire 

Cambridge- 

0 

17 

36 

30 

60 

22 


1 

0 

218 

shire 

0 

5 

11 

13 

184 

8 


4 

0 

243 

Cheshire 

0 

4 

10 

10 

28 

13 

21 

8 

0 

04 

Derbyshire . 

0 

1 

0 

14 

128 

25 

81 

8 

0 

261 

Devon 

7 

5 

86 

68 

222 

46 

106 

10 

3 

512 

Dorset 

1 

2 

8 

13 

3 

6 

12 

0 

0 


Essex. 

Gloucester- 

0 

0 

8 

1 

16 

8 

5 

4 

0 

41 

shire 

0 

81 

108 

65 

154 

4 

3 

0 

0 


Hampshire . 
Hereford- 

0 

2 

22 

27 

186 

27 

31 

11 

0 

Hitl 

shire 

Hertford- 

6 

i« 

64 

61 

40 

6 

0 

0 

0 

183 

shire 

0 

0 

50 

8 

156 


14 

Hi 

0 

250 

Huntingdon- 




! 







shire 

0 

0 


35 

308 


72 

4 

5 

513 

Kent . 
Leicester- 

0 

2 

0 

13 

222 


193 

30 

117 

685 

shire 

0 

2 


2 

21 


38 


0 

82 

Lincolnshire 

0 

0 


8 

120 


808 

187 

208 

958 

Norfolk . 
Northamp- 

0 

0 


2 

7 

72 

2 

i 

147 

86 

44 

151 

353 

tonshire . 
Nottingham- 

0 

0 

48 

21 
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0 

821 
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15 

40 
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0 

58 
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22 

23 
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42 


0 
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0 

0 

85 

15 

60 


65 

8 

0 

188 
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0 

1 

80 

8 

41 

BTb 

42 


0 

138 

Suffolk 

0 

4 

0 

4 

12 


10 

2 

0 

44 

Surrey 

0 

0 

0 

6 

25 


10 

6 

0 

54 

Sussex 

Warwick- 

8 

67 

146 

60 

204 

| 40 

14 

4 

5 

021 

shire 

0 

0 


28 

36 

41 

14 

0 

6 

124 

Wiltshire . 
Worcester- 

0 

1 

mm 

1 

3 

12 
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0 

0 

17 

shire 

0 

1 

22 

18 

84 

0 

0 

■n 

0 

70 

Yorkshire . 

1 

27 

820 

189 

842 

223 

846 

K9I 

65 

1,002 

All 82 Coun- 
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Table III 

The Numbers of Villani in each County whose Plough-Teams are 
Separately Stated in Domesday Book Distributed According to 
the Average Fraction of a Plough-Team, Possessed by the 
Members of Each Croup and Expressed as Percentages of the 
Total Number of Villani in each County whose Plough-Teams 
are Separately Stated. 


County. 

Averaging more than 

1 team. 

H 

1 

Is 

p 

£p 

a* s' 

ill 

!"3 

Averaging Just 4 a 
team 

Averaging more than 
i but less than | a 
team. 

*44 

1 

E S 
& 

4* 

ji 

Srg0 

p* 

Averaging just | 
team 

i 

j 

it 

Bedfordshire . 

20 

mm 

21*7 

10 8 

519 

76 

42 

NU 

Nil 

Berkshire 

Nil 

u 

18 9 

110 

44 5 

73 

79 

NU 

10 4 

Buckinghamshire . 

Nil 

Warn 

16-5 

13 8 

229 

10 1 

289 

NU 

Nll 

Cambridgeshire 

Nil 


45 

68 

561 

83 

280 

16 

NU 

Cheshire 

Nil 

til 

■ill 

■m 

298 

13 8 

22 3 

85 

NU 

Derbyshire . 

Nil 

04 

34 

64 

471 

96 

810 

31 

Nil 

Devon . 

14 

10 


mvtm 

48 4 



87 

06 

Dorset . 

25 

50 

76 

82 5 


* til 

80 0 

NU 

NU 

Essex . 

Nil 

NU 

19 5 

24 

36 6 

19 5 

12 2 

98 

NU 

Gloucestershire 

Nil 

19 8 

25 1 

15 9 

87 6 

10 

07 

Nil 

NU 

Hampshire . 

Nil 

07 

72 

89 


89 

10 2 

86 

NU 

Herefordshire 

33 

87 

35 0 

27 9 

219 

38 

NU 

NU 

NU 

Hertfordshire 

Nil 

NU 

20 0 

82 

62 4 

88 

56 

NU 

NU 

Huntingdonshire . 

Nil 

NU 

117 

68 


67 

14 0 

08 

10 

Kent . 

Nil 


KfH 

20 

35 0 

7 7 

304 

61 

18 4 

Leicestershire 

Nil 

24 

85 

24 

25 6 

14 6 

46 3 

Nil 

NU 

Lincolnshire . 

Nil 

Nil 

14 


12 5 

11 9 

82 2 

19 5 

21 7 

Norfolk 

Nil 

Nil 

Nil 

06 

20 

06 

416 

12 5 

42 8 

Northamptonshire . 

NU 

NU 

13 4 

65 

22 4 

218 

26 8 

62 

28 

Nottinghamshire . 

Nil 


65 

17 2 

35 4 

10 3 

24 1 


NU 

Oxfordshire . 

Nil 

Nil 

NU 

K2H 

481 

7 5 

19 8 

38 

NU 

Butland 

NU 

NU 

NU 

NU 

25 9 

NU 

74 1 

Nil 

NU 

Shropshire 

NU 

28 

78 

82 

49 8 

16 4 

14 9 

NU 

NU 

Somerset 

NU 

NU 

191 

82 

27 3 

10© 

301 

44 

NU 

Staffordshire . 

NU 


217 

58 

29 7 

116 

30 4 

NU 

NU 

Suffolk . 

NU 

9 1 

Nil 

9 1 

27 3 

27 8 

22 7 

45 

NU 

Surrey . 

NU 

NU 

Nil 

93 

46 8 

14 8 

18 5 

mmm 

Nil 

Sussex . 

05 

92 

23 8 

95 

47 3 

64 

23 

HI] 

08 

Warwickshire 

NU 

NU 

NU 

22 6 

282 

33 1 

113 

Kiifl 

48 

Wiltshire 

NU 

59 

NU 

59 

17 6 


win 

Kill 

Nil 

Worcestershire 

NU 

14 

314 

18 6 

48 6 

NU 

NU 

Hi 

NU 

Yorkshire 

01 

14 

16 5 

70 

42 3 

112 

17 4 

10 

31 

All 31 Counties . 
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12 8 

82 

391 

95 

18 3 

38 
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REVIEWS 


The Probability Approach in Econometrics . By Trygve Haav- 
elmo. (University of Chicago : Cowles Commission Paper 
No. 4, 1944. Pp. viii + 118.) 

This publication, which has also been issued as a supplement 
to Econometrica, should be read by everyone interested in 
statistical economics. Since the discussion between Keynes 
and Tinbergen in this Journal on the logic of econometric 
research a number of articles have appeared with the object 
of expounding and justifying the procedures used in this 
field. 1 This paper is the most comprehensive exposition of all, 
and combines a clear statement of the logical foundations of 
econometrics with an account of the author’s brilliant contri- 
bution to that subject, which is having such a revolutionary 
effect on the procedures used in the estimation of economic 
relationships. In particular, it may be recommended to those who 
are sceptical of econometric work, for, as Koopmans has remarked, 2 
“ the meaning of Haavelmo’s work is that economic statistics 
has now caught up with economic theory. It has now become 
clear that methods of statistical estimation, even of a single 
equation of economic behaviour, must in some way take account 
of the fact that the variables entering that equation are part of the 
wider set of relevant economic variables which are determined 
by a complete system of simultaneous equations.” The greater 
part of the exposition of this paper is intelligible to those without 
special mathematical equipment, despite the fact that mathe- 
matical notation is used freely and some parts of the argument 
are of a purely formal character. The analysis was first presented 
in mimeographed form in 1941, and the essentially new feature 
was presented in an earlier article in Econometrica . 3 

1 In particular : “ Econometric Business Cycle Research,” by J. Tinbergen, 
in The Review of Economic Studies, Vol. VII, 1939-40, pp. 73-90; “The Logic 
of Econometric Business Cycle Research,” by T. Koopmans, in The Journal 
of Political Economy , Vol. XLIX, April 1941, pp. 157-81 ; “ Statistical Testing 
of Business-Cycle Theories,” by T. Haavehno, in The Review of Economic Statistics , 
Vol. XXV, February 1943, pp. 13-18; “Economic Interdependence and Stat- 
istical Analysis,” by J. Marscliak, in Studies in Mathematical Economics and Ec on- 
ometrics (1942), pp. 133-50. 

* See “ Statistical Estimation of Simultaneous Economic Relations,” in 
Journal of the American Statistical Association, Vol. 40, December 1945, pp. 448- 
66 . 

a See “ The Statistical Implications of a System of Simultaneous Equations,” 
in Econometrica, Voi. 11, January 1943, pp. 1-12. 
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The paper contains six chapters dealing respectively with : 
abstract models and reality ; the degree of permanence of economio 
laws ; stochastical schemes as a basis for econometrics ; the test- 
ing of hypotheses; problems of estimation; and problems of 
prediction. 

An abstract model may be regarded simply as a restriction 
on the joint variations of a set of variables. It is pointed out 
in Chapter I that any exact model is likely to be contradicted 
by experience, so that one’s model must be set up or one’s theory 
formulated in terms of probability. In this less dogmatic form 
one’s theory may be found not to be contradicted by observations. 
The observations must, however, be appropriate, so that with 
every theory we ought to specify what observable variables are 
to be identified with those in the theory, and also what procedures 
are admissible for carrying out the observations. This matter 
of specification is termed by Haavelmo a “ design of experiments.” 
If, for example, we suppose demand curves to be irreversible and 
to depend on the present position of the individual, then the 
relevant data could be obtained in principle by interviewing, 
but could not be obtained, even under the most favourable 
conditions, from historical records of prices and quantities. An 
irreversible Bcheme might, of course, be reduced to a reversible 
one by the introduction of additional variables. 

Chapter II contains a discussion of the stability of economic 
relationships. The author points out that in many cases experi- 
ence shows that relationships which are successful in explaining 
the variation of some economic phenomenon over one period 
break down when applied to a subsequent period, while, on the 
other hand, observations frequently satisfy much simpler relation- 
ships than are expected on theoretical grounds. An important 
problem in obtaining stable relationships arises from the difficulty 
of ensuring that the condition ceteris paribus is fulfilled in view 
of the fact that our observations are obtained, not by experiment 
or by randomising the factors with which we are not concerned, 
but from the complicated interactions of the real world. This 
means that we may have to introduce a comparatively large num- 
ber of variables into any expression in order to hold other things 
constant and obtain the net relationship between, say, price 
and quantity in a demand study, while at the same time the 
smallness of the sample of observations available and the import- 
ance of common factors affecting the variation of many economic 
variables may make it impracticable to work with equations 
with so many terms. If we, then, neglect some of the terms 
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because in the sample period they are not from a purely empirical 
point of view needed, we run the almost certain danger that we 
shall be caught out in the next period, when the omitted terms 
again require separate considerations. 

Because the -movement of economic variables is restricted 
by a set of simultaneous relationships, there may be little oppor- 
tunity for the hypothetical free variation, with which we start 
out in economic theory, to manifest itself. At the same time it is 
important that we should begin with a theoretical structure of 
autonomous relationships if we are to gain much insight into the 
processes of economic change. By way of analogy, Haavelmo 
remarks that if we want to understand the working of a motor- 
car, we should study thermodynamics, the dynamics of friction, 
etc., because these subjects lead to highly autonomous relation- 
ships in that field of investigation, while we should not spend time 
investigating empirically such relationships as that between 
the speed of the car and the angle of the accelerator pedal, which 
possess very little autonomy. This is clearly sound, and, if 
acted on by applied economists, should go far to close the gap 
which has frequently existed in the past between empirical and 
theoretical studies. 

At the beginning of Chapter III it is pointed out that it 
is hopeless to expect exact functional relationships to be fulfilled 
in economics, since this position is not strictly encountered even 
in such exact sciences as astronomy. Accordingly, a stochastic, 
as opposed to a functional, scheme is set out which is more appro- 
priate to economic investigations. The essential feature of such 
a scheme is that it allows for disturbances in the equations con- 
necting the variables. These may take the form of errors of 
observation which can be associated with particular variables 
and disturbances due to omissions and simplifications which can 
be associated only with a given equation. The latter type, 
which is inevitably present in economic investigations, gives rise 
to a more fundamental type of difficulty than do mere errors of 
measurement. In particular, they require a revision of the 
existing theory of estimation of the constants in the equations 
connecting the variables, and this is discussed in Chapter V. 
Disturbances also lead to two distinct types of derived exact 
equations. One type is the solution which is given if we abstract 
from disturbances ; the other is the expected value of the 
solution if disturbances are admitted. Thus if we have a demand 
equation derived from budget data of the form 

v =s e a * *V b 
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where the disturbance is represented by e, a random variable 
with mean zero and variance <7*, then if we assume there are no 
errors we have : 

<v* = 3 = 

On the other hand, the expected value of v given V, E{v\V), is 
different from v* being given by 

E{v\V) = e° + l°*P 

so that the behaviour of the average family of given income 
V, E(v |F), is not the same as that which would be observed, v* 
if all the families acted alike without the differences introduced 
by the disturbance «. 

Chapter IV contains a brief description of the Neyman- 
Pearson theory of testing statistical hypotheses, which will be 
familiar to readers of the fundamental work of these two writers 
contained in the two issues of Statistical Research Memoirs, 
issued before the war by the Department of Statistics, University 
of London, University College. It is helpful in enabling the 
economist to see how a theory must be formulated if the statistician 
is to get profitably to work. It brings out clearly that the econ- 
omist must specify the set of a priori admissible hypotheses before 
a test is constructed. The more this process of restriction can 
safely be carried out, the more hope there is of making valid 
inferences. 

Chapter V follows out the implications for estimating the 
coefficients of economic relationships of the fact that each relation 
is part of, and influenced by, a system of stochastic equations. 
This means that there are factors operating to cause disturbances 
which are not explicitly introduced into our theory, and, further, 
that economic relationships do not exist on their own, but are 
part of a system of relationships. It is here that Haavelmo has 
made an important original contribution to the theory of estima- 
tion by showing that, except in special cases, unbiased estimates 
of the parameters in equations which form part of a system of 
the above kind cannot be obtained by considering each equation 
in isolation. This discovery opens up a new method of estimation 
which requires that the system of equations be written down in 
advance, even if we are only interested in one relationship, and 
considered as a whole. The difficulty of putting this principle 
into practice in the present state of knowledge calls for an exam- 
ination of the circumstances in which the bias of the single-equa- 
tion approach is especially serious, and of short cuts which can be 
adopted through the use of incomplete systems of two or more 
equations. These questions have been considered briefly in the 
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paper (1946) by Koopmans cited above, and will be dealt with more 
fully in a forthcoming publication of the Cowles Commission. 1 

Chapter VI deals briefly with. some of the problems of predic- 
tion. In his conclusion Haavelmo states as his belief that “ if 
economics is to establish itself as a reputable quantitative science, 
many economists will have to revise their ideas as to the level 
of statistical theory and technique and the amount of tedious 
work that will be required, even for modest projects of research. 
On the other side we must count the time and work that 
might be saved by eliminating a good deal of planless and futile 
juggling with figures.” This is my belief also, and I look forward 
to the day, already overdue, when it finds recognition in the 
syllabuses for degrees in economics. 

In conclusion, attention may be drawn to work on another 
aspect of the estimation problem dealt with in Chapter V which is 
going on currently. In Haavelmo’s scheme we concern ourselves 
with disturbances in the equations of a system, but neglect the 
sampling problems arising from errors of measurement in the 
variables. This latter Question has been attacked recently by 
Tintner, 2 though in hiB case errors are dealt with to the neglect 
of disturbances. Haavelmo’s estimation problem is, I think, 
novel in a way in which Tintner’s is not, but both writers have 
put statistical economists very much in their debt. 

Richard Stone 

Department of Applied Economics, 

Cambridge. 


World Economic Survey, 1942-44. (Geneva : League of Nations 
(London : Allen & Unwin), 1946. Pp. 299. 10s.) 

Commercial Policy in the Post-War World. (Geneva : League of 
Nations (London : Allen & Unwin), 1946. Pp. 124. 6s.) 

This volume of the Survey covers the period from the autumn 
of 1942 to the close of 1944 — a period of full war economy, when 
total world output was greater than ever before, although 60 
million men were under arms. A general outline is followed 
by chapters on Production, Consumption and Rationing, Finance 

1 Statistical Inference in Dynamic Economic Systems, being the proceedings 
of* a conference to be published in the series of Cowles Commission Monographs. 

1 See, in particular, “A note on Hank, Multicollinearity and Multiple Regres- 
sion, 1 ’ in Annals of Mathematical Statistics, Vol. 16, September 1646, pp. 304-8, 
and (< Multiple Regression for Systems of Equations, 1 * in Eoonometrica, Vol. 14, 
January 1946, pp. 6-36. 
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and Banking, Price Movements and Price Control, International 
Trade, and the Transport Situation. As usual, a great-mass of 
information is admirably summarised. 

One point which emerges clearly is the great productive 
capacity of the United States and Canada. Both countries 
nearly doubled their peace-time output. In addition to their 
very large contribution to the war effort, they were able to main- 
tain consumption (except for durable goods such as motor-cars) 
above pre-war levels. In 1944 the meat production of the 
United States was nearly two-thirds above the average for 
1935-39; it is perhaps permissible to add that some seven feed 
calories are needed to produce one calorie of animal products 
for human consumption. 

In Europe capital equipment could not be properly main- 
tained, and during this period much damage was caused, especially 
in Germany, by bombing and, especially in Russia and Italy, 
by the retreating German armies. Thirty million people were 
homeless. Levels of consumption fell, despite a large increase 
in the “ vegetable ratio ” in human diet. In Poland, Greece, 
and parts of Yugoslavia “ many people, especially in the towns, 
must have lived in a state of semi-starvation.” 

Some countries, especially in Latin America and in the 
sterling area, had considerable export surpluses with which 
they acquired sterling or dollar balances or gold. In 1944 the 
United States still held two-thirds of the recorded central gold 
reserves (outside the U.S.S.R.) of 30 milliard dollars. But gold 
and dollar balances held by the world outside the United States 
were estimated at some 20 milliard dollars. 

Many tables are given on war finance. Central and local 
taxation in 1943 absorbed 37 % of the national income of the United 
Kingdom. For other countries the corresponding percentage was 
lower; in the United States it was 30. A number of neutral 
countries greatly increased their defence expenditure, and covered 
less than half their public expenditure from revenue. Everywhere 
national debts increased, but inflation and lower rates of interest 
kept down the debt charge as a percentage of national income. 

Measures to control the rise in price-levels met with varying 
success. In Greece there was a runaway inflation. In China 
the price-level was over 500 times greater than in 1937, but 
“ stability ” was achieved in the sense that the monthly increase 
in prices'was held down to a steady 10-12% ! Next in the inflation 
scale came Italy, South-eastern Europe, Finland, Iceland, the 
Middle East, India and Japan with increases of 600-1,000% in 
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their note circulations. (It should be noted, however, that in 
India and Egypt prioe-levels less than trebled.) Germany and 
Western European countries came next with increases of 300- 
600%. In Germany there was a growing movement towards 
barter. Belgium carried through successfully a reduction in her 
note issue. 

The Survey shows the great advantages of territorial special- 
isation even in war-time. During this period the defeat of the 
German submarine campaign and the prodigious output of ships 
in the United States enabled the United Nations to make more 
effective use of their combined resources, through lend-lease 
and mutual aid, and to draw on outlying regions for agricultural 
and mine ral supplies for their centres of war production. The 
German war effort, on the other hand, was impeded more and more 
by being deprived of the advantages of territorial specialisation. 
The heavy and almost continuous bombing of German transport 
forced her into an “ air-raid economy,” with war production dis- 
persed as widely as possible, and every district driven towards 
self-sufficiency. In the course of 1944 Germany was increasingly 
denied materials from outside — manganese from the Ukraine, 
chrome from Turkey, wolfram from Spain, iron-ore and other 
products from Sweden. “ The military events of the summer of 
1944 ” deprived her of access to “ a large number of vital products, 
ranging from Roumanian oil to French aluminium.” 

Commercial Policy in the Post-War World is a discussion of 
how more territorial specialisation can be secured in peace-time. 
The Economio and Financial Committees offer conclusions and 
suggestions from their own experience during the inter-war 
period. 

Their patient and carefully-planned efforts achieved a good 
deal. Their valuable drafts on M.F.N. treatment, attached to 
this Report for reference, were widely used. Their model treaties 
on the removal of double-taxation formed the basis of over a 
hundred bilateral agreements. Their Standard Customs Nomen- 
clature, completed in 1937, were adopted in whole or in part 
by more than a dozen countries. But the recommendations 
of the 1927 Conference, approved by nearly all member govern- 
ments, had only a short-lived effect. With the Great Depression 
“ throughout a large part of the world, trade was strangled and 
trade relationships became increasingly discriminatory.” 

The Committees believe that now the prospects are brighter for 
long-term policies to secure greater freedom and less discrimination 
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in international trade. The nations are pledged to these aims ; 
and the lesson of the ’thirties, that greater freedom of trade is 
ossential for active and efficient employment, was clear and con- 
clusive. Accordingly, the Committees offer many useful sugges- 
tions on methods and details, ranging from multilateral conven- 
tions to cartels and commodity control schemes. 

But the forces of economic nationalism and of vested interests 
are strong, and cannot be defeated either by logic or by the lessons 
of the past. Much will depend on the initiative and drive of the 
United States. A good deal will depend also on the proposed 
International Trade Organisation. 

Between the wars, “ for dealing with the central issues of 
commercial policy, the machinery and equipment for international 
action were inadequate. The powers of the Economio Committee 
were limited. The headquarters staff at Geneva concerned with 
questions of commercial policy never exceeded half a dozen 
senior officials; there was therefore no question of its being 
able to study in detail the problems and polioies of individual 
countries or to keep in constant touch, as was required, with 
national administrations throughout the world. The absence 
was felt, moreover, of any international body with power to 
mediate or arbitrate, when so requested, in connection with 
trade disputes between States.” 

What is the moral 1 Is it not that the International Trade 
Organisation should be equipped with all the rights to be consulted 
and powers to take action which nations can be persuaded to give 
it ? Such a body, well-staffed, and in close touch with Govern- 
ments and their problems, might be able to initiate and carry 
through detailed multilateral agreements for the benefit of all. 
Success would be more likely if Governments would send delegates 
with power to act, within limits, on their behalf, and to exchange 
concessions against concessions. The greater the fraction of 
their economic sovereignty which Governments can be induced 
to surrender to this Organisation, which will exist solely to put 
into practice the principles to which they themselves are pledged, 
the greater will be the chance of attaining the goal for which these 
Committees worked so steadfastly and well against insuperable 
odds. 

F. Benham 

London School of Economics. 
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The Impact of the War on Civilian Consumption in the U.S., 
U.K., and Canada. (London : H.M. Stationery Office, 
1946. Pp. 163. 2e. 6 d.) 

In April 1944 the Combined Food Board published its first 
Report comparing “Food Consumption Levels in the United 
States, Canada and the United Kingdom.” This showed a 
substantial fall during the war in this country, and a substantial 
rise in North America. The volume under review, which was 
prepared for the Combined Production and Resources Board by 
a special Combined Committee on Non-Food Consumption 
Levels, covers the whole field of civilian consumption. The con- 
clusion is reached that consumer purchases per head (measured 
at constant prices) fell by about one-sixth in the United Kingdom 
and rose by about one-sixth in both the United States and 
Canada. 

The first part of the Report explains the main reasons for this 
discrepancy. The most important was, of course, that both 
the United States and Canada had, before the war, a much higher 
proportion of unused human resources on which to draw. They 
had a larger proportion both of “ unoccupied ” and of “ unem- 
ployed,” and a shorter working week. It can be estimated, 
from figures given in the Report and elsewhere, that, all told, 
the Americans before the war were working only about 70% 
as many man-hours as the British, per head of the adult popula- 
tion. This enabled them to make their war effort largely out of 
a greatly increased national production, without any overall cut 
in consumption. 

The second part of the Report gives more details of changes 
in the various items of consumption (food, clothing, housing, 
fuel, etc.). It gives a fuller picture than can be shown by stat- 
istical index numbers of real consumption, which by themselves 
may be somewhat misleading, as, for example, the calculated 
war-time increase of 9% in the average British civilian’s “ con- 
sumption ” of housing. 

Finally, the Report contains nearly a hundred pages of closely 
printed appendices. These do more than explain in detail 
the methods used in calculating the figures in the text (thereby 
providing, incidentally, a valuable illustration, for the student, 
of statistical snags and dodges, and of the use and limitations 
of index numbers and national income figures). The appendices 
also comprise, with the rest of the Report, an invaluable statistical 
handbook. Here we find many useful tables, not only on the 
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various aspects of civilian consumption, but on national income, 
man-power, population and other topics. 

In Appendix XII “ the official estimates of national income and 
gross national product in the three countries have been adjusted 
so as to bring them into line with a set of agreed definitions.” 
Although difficulties and ambiguities remain, an important step 
forward has clearly been made. 

In Appendix XIII estimates are made of the numbers engaged, 
directly or indirectly, on “ war work,” not only in the Armed 
Forces and the metal and chemical industries (the narrow defini- 
tion often used), but also in most of the other industries and 
services. It is shown that the proportion of our labour force 
engaged on war work in 1944 was, not just over 40%, as the nar- 
rower definition would suggest, but about 65 %. This latter figure, 
though involving a considerable amount of guess-work, is a much 
more satisfactory measure than the former, and more in line with 
the proportion of our national product devoted to the war. (The 
corresponding estimate for both Canada and the United States is 
about 40%. ) 

Perhaps the most interesting appendix of all is number XI, 
where, after a full discussion of the difficulties involved, it is 
estimated that total consumption per head in the United Kingdom 
in 1938 was 80-90% of that in the United States in 1939. (The 
corresponding estimates for the main groups, covering about 
three-quarters of all consumers’ purchases, are : fuel and elec- 
tricity, 110%; clothing, footwear, housing, 100%; food, 90%; 
drink, tobacco, household goods, 80% ; motor vehicles and their 
operation, 20%.) It is not without interest that a crude compari- 
son of the total pre-war value of consumers’ purchases per head 
in the two countries, converting dollars into pounds at the 1938 
rate of exchange (and allowing for the small change in American 
prices between 1938 and 1939), gives a similar result — about 84% ; 
perhaps the pre-war market rate of exchange was not such a bad 
conversion factor, after all. 

The Report represents an encouraging advance in international 
statistical oo-operation. It also shows a greater readiness than 
hitherto, on the part of our own Government statisticians at 
least, to depart from statistical purity, and give to the public 
the results of their intelligent guess-work and judgment — surely 
a desirable development, provided the assumptions and methods 
of calculation are fully set out. Thus, in this Report they have 
ventured into the field not only of temporal, but also of inter- 
national comparisons of real consumption. They have given us 
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indices of total munitions production, and compared the total 
volume of munitions produced in the three countries (the estimated 
ratios for 1943 are roughly : U.S. : U.K. = 4:1; U.K. : Canada 
= 5:1). It is perhaps a pity that they did not feel able to go a 
step farther, and compare the changes in the real national in- 
comes (except in the case of the United States and Canada), 
and in their constituent parts — consumption, war product, 
investment. This would have rounded off the quantitative 
comparison of the “ impact of the war on civilian consumption ” 
in the three countries. 

A good deal of statistical material has now been published 
about our war losses — losses of consumption, of overseas assets, 
of houses, of lives, and so on ; and these have been compared 
with the losses of some of our allies. It is important that the 
world, both of to-day and of to-morrow, should realise, not only 
how much we suffered, but also how much we contributed to 
victory. The excellent publication entitled Statistics Relating to 
(he War Effort of the United Kingdom was an important step 
in the right direction, but, like most other such publications, 
it scrupulously eschewed international comparisons. The Report 
on civilian consumption has shown that statistical comparisons 
can be presented in a manner that is not odious. Could not the 
same thing be done for war efforts? It can be estimated from 
figures given in the Report under review that, per head of the 
population, our output of munitions during the war was roughly 
the same as that of the United States, while the man-years 
served in our Armed Forces were about twice as numerous; 
so that we should not come badly out of the comparison. A joint 
report which set out dispassionately, side by side, for the United 
States and the various countries of the Empire, the main statistical 
facts about war production, international aid, and military 
efforts in the various theatres, on land, on sea and in the air, 
would be invaluable not only to the statistician and the historian, 
but as a contribution to international understanding. 

G. D. A. MaoDougall 

Wadham College, 

Oxford. 



276 


THE ECONOMIC JOURNAL 


[JUNE 


The Economics of Peace. By Kenneth E. Boulding. (New 
York : Prentioe-Hall Inc., 1946. Pp. vii + 278. $3.76.) 

Mr. Boulding has written a valuable contribution to simpler 
economics. He discusses the problems of reconstruction and 
reform so as to resolve the main perplexities of the ordinary man, 
and shows a vigour, directness and freedom from jargon that 
make his book extremely readable. 

The first section — “ The Economics of Reconstruction ” — is 
admirable. The argument is in general terms, demonstrating 
how the essence of the problem lies in the rapid replacement of 
capital losses, and illustrating how these losses may lead to famine 
and inflation. At the same time, the general argument is re- 
inforced by the lessons of experience after the war of 1914-18, 
and is brought to bear, in the most concrete way, on the problems 
with which Europe is now grappling. 

Especially in dealing with agriculture, Mr. Boulding knows 
exactly what to emphasise, what to warn us against, and what to 
recommend. “ The year after the war,” he predicts, “ may very 
well see a famine greater than that of 1919,” and he goes on to 
urge the planning of a relief programme covering at least five or 
six years. He foresees, with considerable accuracy, the impedi- 
ments to agricultural recovery in Europe : the shortage of 
fertilisers (phosphates are described as “ the Kingpin of European 
reconstruction ”) ; the depletion of farm equipment and the lack 
of fuel to make full use of it ; the decline in live stock ; the shortage 
of feeding-stuffs ; and the difficulty of inducing the farmers to 
grow and sell food when the towns have little or nothing to offer 
in return. It is in fact astonishing how much the problems of 
physical reconstruction in 1946 have in common with the similar 
problems that arose in 1919. 

The second, and larger, part of the book — “ The Economics of 
Reform ” — falls into two sections : in the first, Mr. Boulding 
discusses economic progress, poverty, unemployment and inter- 
national trade, and in the second, he shies a number of bricks, 
with some dexterity, at a row of Aunt Sallies labelled “ Right- 
Wing Illusions ” and “ Left-Wing Illusions.” It may be of 
interest to British readers to learn that there is no mention what- 
ever in this section of “ nationalisation.” 

In his proposals for a full-employment policy — the most 
controversial part of the first of these sections — Mr. Boulding 
relies mainly on an “ adjustable tax plan.” “ Only by appropriate 
manipulations of*Gevemmental expenditure and receipts,” he 
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says, " can money income be stabilised and general depressions 
abolished.” He does not favour public works because such 
expenditures should, in his judgment, “ be determined on their 
own merits, and not with a view to their effects on money income.” 
He also appears to hold a similar view of expenditure on the 
Bocial services : it is curious that, for all his emphasis on the need 
to subsidise consumption, he should confine his discussion of the 
social servioes to a single sentence suggesting that “ it may be 
possible to encourage consumption directly, by direct subsidy or 
gift — for example, the distribution of milk to children, Bchool 
meals, free education, the food stamp plan, and the like.” Apart 
from various measures designed to encourage private investment, 
adjustments in fiscal policy are conceived of almost exclusively 
in terms of variations in rates of taxation. 

One would expect to find so important an expedient related 
both to the dimensions of the problem to be solved and to the 
administrative machinery necessary to bring the plan into 
operation. Mr. Boulding shows some reluctance — not unnatural 
in a book of this kind — to become involved in statistics and 
administrative detail. But if we are to judge what can be 
accomplished by tax adjustments, we ought to have some idea 
of the limits of tax adjustment compared with the probable 
limits to the variations in investment that fall to be controlled. 
We ought also to know whether the taxes to be varied are such 
that the expenditure of taxpayers would respond rapidly to tax 
concessions, and whether these concessions oould become operative 
as soon as the need arose to make them, or whether they would 
have to wait for the next budget. Finally, we ought to know 
upon whom it would rest to determine the current rate of tax and 
how this responsibility would be brought under Parliamentary 
control. On most of these points Mr. Boulding is silent. 

He does, however, consider the more obvious objections to 
his plan. He is at pains to reassure the conservatives who fear a 
continuous rise in the national debt ; and takes rather less trouble 
to reassure the radicals who fear that the means are insufficient 
to the end proposed and inconsistent with a policy of income re- 
distribution. But he does not sound very convincing except on 
an assumption which he himself challenges elsewhere : namely, 
that investment can be expected to oscillate round what is needed 
for full employment, and that there is no chronic deficiency of 
investment opportunities in relation to habits of thrift. If, as he 
suggests, we are in sight of the stationary state where savings are 
nil, can we be confident that “ situations in which large reductions 
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in taxes are necessary are unlikely to occur very often ” ? In such 
a situation, is tax remission the right instrument for combating 
deflation ? 

Mr. Boulding gives no clear answer to this objection. He 
allows the possibility that taxation may sometimes have to be 
negative. But he clearly attaches little importance to this since 
he has just argued % that “ if an adjustable tax plan were in 
operation, it is likely that the adjustments that actually had to 
be made would be relatively small, for if people knew that deflation 
or inflation would both be prevented, they would not expect 
deflations or inflations, and . . . it is the expectation of price and 
income movements which is the main factor in causing them.” 
It looks as if some of the confusion was due to a desire to hunt 
with the neo-Keynesian hares and ride with the Old Pigovian 
hounds ! 

Even the conservatives, for whom the plan has obvious 
attractions, may conclude that Mr. Boulding protests too much 
when he assures them that the plan “ does not necessarily involve 
a perpetual increase in the national debt, even in a persistently 
deflationary situation.” This contention hinges on the fact that 
a budget deficit can be financed by the issue of currency without 
resort to borrowing. But currency is nowadays only an interest- 
free form of debt and its popularity is limited precisely because 
no interest is paid. No substantial Government deficit could be 
financed by the issue of notes. - — 

When he comes to deal with international trade, Mr. Boulding 
accepts, rather uncritically, the possibility of a revival of foreign 
investment by the United States. The main reason (other than 
desire to assist foreign countries) for recommending large-scale 
investment abroad is the desire to obtain “ a breathing-spell in 
which to perform the vital task of economic education ” in the 
need for subsidised consumption, and the fear that this task may 
not be an easy one. “ The rich everywhere fear the rise in the 
standard of life of the poor because they are still thinking in pre- 
technical terms and believe subconsciously that if the poor become 
richer the rich must become poorer.” However this may be, it is 
easy to show that there is no way out through foreign investment ; 
few countries are in a position to borrow from America with any 
real prospect of repayment and the sums involved are anyhow 
small in relation to America’s investment potential. It would 
surely be much easier and more effective to embark on a nation- 
wide programme of slum clearance and re-housing which might 
well reach $10 billion a year. 
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The later parts of the book are trenchant and provocath 
sometimes needlessly so. Would the skeletons of Belsen agree 
that “ there is little in the German treatment of the Jewish 
people that finds no parallel in the American treatment of the 
Indian and the Negro ” ? Is the difference between the average 
business and the average battalion or bomber station wide enough 
to justify the suggestion that “ the perfect and completely planned 
economy is an army ” 1 Is there in fact “ no such thing as the 
working class ” ? And can we believe, after fifty years of 
progressive taxation, that “ scarcely any act of government . . . 
is conceivable which will benefit the working class as a whole at 
the expense of the employing class as a whole ” ? 

Whatever criticisms one may offer, this is a most able exposition 
of current problems and ideas and exactly suited to the needs of 
the layman unfamiliar with technical economics. 

Alec Caiknckoss 

London. 


International Investment and Domestic Welfare. By Nobman S. 

Buchanan. (New York : Henry Holt and Co., 1945. 

Pp. xvi -f- 249. $2.75.) 

The American predicament is only too familiar to us : how 
to live 50% better than before. Never has there been such 
a panic over an embarrassment of riches. It is a panic which 
is felt not only in America, but in every other country whose 
trade responds to the vagaries of the American market. Yet 
most of those countries are in a very different predicament : how 
to recover pre-war standards of living or achieve the standards 
of an industrialised community. They are as much embarrassed 
by lack of capital as America by the prospect of a surplus. It is 
natural, therefore, to consider whether this mutual embarrassment 
might be turned to mutual advantage through the use of American 
capital for reconstruction and industrialisation overseas. 

This is the problem to which Professor Buchanan addresses 
himself. He shows conclusively that the scope for foreign invest- 
ment on commercial terms in limited, that the direct advantage 
to America would be slight, that unless investment were on a 
steadily rising scale, any expansion in the export trades would 
be short-lived, and that the service and eventual repayment of 
the loans, even if tariffs were lowered, would be no easy matter. 
With these propositions, which are argued with great foroe and 
lucidity, no one can quarrel who takes the trouble to study 
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Professor Buchanan’s book. He has undoubtedly provided a 
useful corrective to much wishful thinking on both sides of the 
Atlantic. 

The conclusions at which he arrives are not incompatible with 
a desire to offer American assistance to foreign countries, especially 
during the critical years of relief and reconstruction. Professor 
Buchanan supports American participation in the International 
Bank and the International Monetary Fund and confines his 
admonition to caution to loans in excess of American commitments 
to these institutions. He appreciates the special difficulties of 
Great Britain and expresses broad agreement with a policy of 
offering “tangible assistance.” He does not rule out gifts to 
other countries or loans on non-commercial terms. He would 
like to see “ a systematic lowering of the American tariff to 
discover the absorptive capacity of the American market for 
foreign goods and services ” : emphasising that unless this is 
done immediately after the war, the opportunity to effect a 
reduction may be lost and not return. Finally, he draws attention 
to the large dollar balances accumulated by foreign countries 
during the war. Counting in the increase in gold held abroad by 
foreigners, he estimates that the rest of the world at the end of 
1944 held the equivalent in dollar funds of $10 billion, more than 
five times total American exports in 1937. For most countries, 
therefore, there should be no danger of an immediate dollar famine. 

Professor Buchanan’s views are based on an analysis that 
is admirably concrete. He starts by looking at things from the 
borrower’s point of view, and shows how reconstruction and 
industralisation both hinge on the accumulation of capital. This 
is an extremely stimulating discussion from the point of view of 
the theory of capital as well as of international trade. How much 
less academic the theory of capital would be if economists kept 
firmly in mind two of the many interesting points arising from 
the statistics quoted here : first, that in America commercial 
and industrial equipment (other than buildings) amounts to only 
8% of total capital (excluding land) and is not much more than 
twice farm capital (including live stock but excluding land and 
buildings) ; and second, that buildings (including railway track) 
are over half the total capital of America (45% in 1920 and 50% 
in 1938) ! And how much more adequate, outside America, are 
the statistics of income than of capital ! In a gallant attempt to 
estimate the probable arrears of maintenance in Europe, Pro- 
fessor Buchanan tries to establish normal relationships between 
maintenance, replacements and stock of capital but is forced to 
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make do with American statistics for laok of comparable data for 
European countries. 

Professor Buchanan reminds us that there is generally a 
choice before any country with a standard of living above sub- 
sistence level as soon as it seeks either reconstruction or in- 
dustrialisation : capital for these purposes can generally be 
obtained by belt-tightening or by foreign borrowing and it is 
necessary to decide in what proportion to combine the two. In 
normal circumstances, the country will be under no compulsion 
to finanoe its programme of development or recovery by foreign 
loans, since only a small part of the loans is likely to be applied 
directly to the purchase of imported equipment, and the major 
part is used as a prop to the standard of living while the work of 
capital construction is proceeding. Willingness to accept short 
rations would generally, therefore, be just as effective. There is 
a further choice between various types of investment, sinoe a 
country in process of recovery may give priority to the replace- 
ment of manufacturing capital and defer the construction of 
dwelling-houses, public buildings, etc. until an improvement in 
the standard of living can be afforded. The technique of belt- 
tightening had not got very far in the heyday of foreign investment 
before the war of 1914-18, and there was no real choice between 
foreign borrowing and the self-discipline of a Spartan standard of 
living in the interests of economic progress. We may yet see the 
balance tilted the other way. 

When Professor Buchanan comes to look at things from the 
point of view of the lender, he recognises that in practice this can 
be taken to mean the United States, since few other countries 
are able or willing to lend abroad. He recognises also that it is 
impossible to consider the flow of capital in isolation from the 
flow of trade and that the future of world trade, equally with 
foreign lending, will be governed mainly by American policy. As 
he points out, “ a prompt lowering of the American tariff coupled 
with the announced intention to maintain income and employ- 
ment in the United States at a high level by policies directed 
towards increasing investment and world trade would have a 
marked influence upon the policies adopted by other countries 
that now hang in doubtful hesitation between self-sufficiency and 
participation in world trade as the objectives of commercial 
policy.” If America fails to achieve a stable national income at 
a level that means full employment for her workers, and maintains 
her tariffs against manufactured imports, other countries will 
have no option but to prepare for a dollar famine and a breakdown 
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of Multilateral trade. Such preparations would hardly he likely 
to involve extensive borrowings from the United States except 
on conditions that made repayment little more than a nominal 
obligation. 

One minor criticism of Professor Buchanan’s analysis may be 
offered. He argues at some length that home investment is more 
beneficial to employment than foreign investment because it 
“ concentrates spending in the capital goods industries directly 
where the primary employment effect is likely to be greater and 
where the dangers of a slump developing are most acute.” If 
one could not equate exports and foreign lending, this would be 
unexceptionable. But if there is normally such a keen demand for 
American goods that foreign lending is the limiting factor to 
exports and the two can be equated, what then ? America will 
be offered the choice between finding some further investment 
opportunities at home and accepting a series of invitations to 
sustain investment overseas. The acceptance of these invitations 
can be depended upon to maintain employment in her export 
trades while she is relieved of the need to expand her capital 
goods industries. The real questions she has to decide are : Will 
foreign investment opportunities be more or less unstable than 
domestic ? Will she be able to exercise as much control over the 
one as over the other? And can she hope to find sufficient 
projects for home investment to make it easy to spurn foreign 
borrowers ? 

Although Professor Buchanan is mainly concerned with the 
current American dilemma, what he has to say is of more than 
topical interest. This is one of the best contributions to inter- 
national trade problems that has appeared for some time. 

Alec Cairncboss 

London. 

A Synthesis of Pwre Demand Analysis. By Herman Wold. 
Three Parts, reprinted from Skandinavisk Aktuarietidskrift, 
1933-44. (Uppsala : Almqvist and Wiksells. Pp. 33 -f 43 
+ 51.) 

Economists with tidy minds and a moderate head for mathe- 
matics will enjoy these three pamphlets. The author sets out 
clearly and logically, and, thank Heaven, in lucid English, the four 
main theories of demand — the classical utility theory, the “ de- 
mand function ” approach of Cournot, Walras and Cassel, the 
“ indifference surface ” approach of Pareto, and the “ marginal 
substitution ” theory of Hicks and Allen. He then shows that 
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the demand function and marginal substitution theories are self- 
contradictory unless certain mathematical “ integrability con- 
ditions ” are fulfilled ; but that when these conditions are fulfilled, 
the three non-utilitarian theories are equivalent, no one being 
more general than the others. Each one is therefore deducible 
from either of the others, and each one implies the existence of 
an index function which corresponds to the classical “ utility.” 

This synthesis is important, since non-mathematical economists 
have tended to believe that one or other of the theories bears the 
Imprimatur of the mathematicians. The choice between the 
theories must now be made on non-mathematical grounds; 
and perhaps especially on the closeness of their fundamental 
axioms to observed economic life, and their ease of verbal ex- 
position. The utility theory remains the simplest to explain, 
but can be rejected because of its axiom “ The consumer is able 
to measure every budget alternative in terms of utility.” The 
balance between the other theories seems very even. 

The second pamphlet gives a rigorous development of the 
theory of indifference maps, of interest mainly to the experts, 
who will appreciate the completeness of the exposition of demand 
theory provided. Part III passes from the theory of individual 
demand to that of market demand, and then proceeds to derive 
certain properties of price- and income-elasticities. Most of these 
are already known, but it is valuable to have them brought 
together in a systematic manner. An appendix inquires how far 
elasticities found from budget or time-series data will comply 
with the inter-relations which pure theory shows to be necessary. 
Unfortunately, at this point results are quoted without proof 
from a paper of Wold’s in Swedish. This apparently shows that 
the results obtained from a linear regression analysis will be self- 
contradictory unless a simple regression with demand as the 
dependent variable is taken. The simplest method remains better 
than its more specialised rivals. 

The three parts bristle with Sections, Remarks, Theorems, 
Lemmas, Corollaries and Equations, all neatly numbered; and 
in the later stages there are far too many references back to earlier 
results for the reader to be comfortable. But, though Wold 
may not provide the experts with many surprises, he has made 
a valuable attempt to clear the mind of the ordinary economist 
of misconceptions on an important matter. 

Charles F. Carter 

St. John's College, 

Cambridge. 

No. 222. — VOL. LVI. u 
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Design of Accounts . By F. Sewell Bray and H. Basil Sheasby. 

(Oxford University Press, for the Incorporated Accountants’ 

Research Committee, 1944. Pp. viii + 200. 12*. 0d.) 

This is a forward-looking book which reflects credit alike on 
its authors and on the Society of Incorporated Accountants and 
Auditors for whose Research Committee it was published. It is 
largely composed of specimen forms of accounts and balance- 
sheets for different types of economic entity designed to satisfy 
the principles set out in the first chapter. These are mainly 
directed to facilitating the interpretation of accounting material. 
The authors bring out the public interest in well-designed account- 
ing records and commend the view “ that the control of business 
enterprises conducted in the form of public companies requires 
the publication of adequate and intelligible accounts and that 
this is but one return for the privilege of limited liability.” They 
discern a relatively uniform basis of design common to all financial 
accounts without countenancing the imposition of a rigid form, 
and they stress the need to bring accounts as near to truth as 
possible without minimising the practical difficulties of laying 
down objective criteria in respect of valuations and the like. 

The principles of design are summarised as follows. A 
financial statement should be (a) clear, (6) arranged in groups 
under headings, (c) unambiguous, ( d ) useful in facilitating com- 
parisons and (e) in compliance with statutory requirements. 
These are principles with which all economists will agree, and, 
^as can be seen from the specimen accounts of this book, our 
knowledge of economic structure and change would be enormously 
increased if accounts were habitually kept and published on the 
lines laid down by the authors. 

From the standpoint of public interest I would like to suggest 
two further principles which may go beyond what is acceptable 
to many members of the accounting profession, but ought, I feel 
sure, to be kept in mind by all accountants interested in the 
wider usefulness of their labours. My first additional principle 
is that accounts should contain a certain minimum of information 
necessary to enable basic economic measures to be constructed 
from them ; my second is that as far as possible accounts should 
reflect the transactions of the economic entity in question with 
each of the other principal sectors of the economic system in 
which it is situated. 

My reason for introducing these additional principles arises 
from experience in estimating national income and expenditure. 
Stress is rightly laid nowadays on the interrelatedness of different 
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national aggregates such as private outlay, national income and 
gross national product, and the most satisfactory way both of 
ensuring consistency of definition and of expounding the con- 
nection between the different totals is to set up an accounting 
framework for the whole system, to develop what Hicks has 
termed social accounting. This involves deciding what account- 
ing entities shall be distinguished, what types of account they 
shall keep, and what types of transaction shall be kept separate. 
In putting the figures into such a framework use must be made 
of innumerable statistical and financial sources. Accounting 
material as it is made available at present can rarely be used 
except in certain cases, such as public utilities where detailed 
records on a common basis, at least for different types of utility, 
are required to be published by law. Accountants can greatly 
assist economists and economic statisticians by putting the weight 
of their authority behind the demand for the publication of more 
complete and more precisely defined accounting records. 

In their discussion of the interpretation of accounts the 
authors concern themselves mainly with a description of account- 
ing ratios such as the ratio of net income to capital. While the 
general object of such calculations is clear, it seems likely that 
they would provide only an approximate guide, since they involve 
a very simple relationship between two magnitudes, and would 
throw little or no light on the causes of observed changes. I am 
reminded, with some amusement, of an incident some years ago, 
when I was being shown the uses of different calculating machines 
by a mathematical statistician. “As an economist,” he said, 
“ you will be interested, apart from addition, in the calculation 
of percentages. Miss Smith, show our visitor how well this 
machine is adapted to such calculations.” No doubt when 
putting over a new idea it is well to begin at the beginning, and 
no doubt ratios are useful, but it would be surprising if one 
could get very far with them in the interpretation problems 
with which the authors are concerned, any more than one can in 
the case of similar problems studied by economists. An interest- 
ing example of the next step in investigating this borderland of 
accountancy, economics and statistics is provided by Mr. Lyle’s 
recent application of statistical, methods to accounting data in 
his Regression Analysis of Production Costs and Factory Opera- 
tions. It would also be of interest to see an empirical study 
into the reliability of simple ratios for the purposes for which 
they are used. The authors stress the caution that is needed in 
drawing valid conclusions. 
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Attention must be drawn to a more recent article in Account- 
ancy (August 1646) by the two authors setting out a form of 
balance-sheet and accounts which meet the recommendations of 
the Cohen Committee on Company Law Amendment. The speed 
with which this appeared after the publication of the Committee’s 
Report compares very favourably with the regrettable sloth of 
the reviewer. 

Richard Stone 

Department of Applied Economics, 

Cambridge. 


Change No. 6. Britain and Her Birth-Rate. An Advertising Ser- 
vice Guild Report Conducted by Mass-Observation. (London : 
John Murray, 1946. Pp. 244. 21a.) 

Population experts have provided numerous statistics and 
theories about the cause and cure of Britain’s falling birth-rate. 
It has remained for Mass-Observation to go to the root of 
the matter and seek information from women themselves— ^the 
mothers and potential mothers who will decide within broad limits 
which way the population trends are to go. 

Britain and Her Birth-Rate marks a departure from previous 
Mass-Observation Reports, which aimed simply at collecting and 
collating representative opinions. “ The angle of approach,” the 
authors admit, “ is frankly partisan. Mass-Observation has lined 
up with those who do not want the English people to disappear.” 

As protagonists of a rising birth-rate, the authors devote the 
/early section of their Report to a re-statement of population 
statistics, reviewing what is happening now, and growing a little 
hysterical in prophesying what may happen in the future. They 
seem to consider that unless the past high reproductive rate can 
be recovered and maintained, there will be no hope of arresting 
the declining birth-rate and stabilising it at a more modest figure. 

The Report is certainly one of the most important that Mass- 
Observation has undertaken. When the book gets down to 
interviews with mothers, and analysis of all the reasons they 
themselves give for limiting their families, it becomes intensely 
interesting, and so informative that no student of the population 
problem can afford to overlook it. 

Perhaps the most frequently recurring opinion expressed by 
mothers is their wish to do well by their children — better, in fact, 
than their parents were able to do — and the certain conviction 
that the more children there are in the family, the less chance 
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there will be for those already bom. Older women who have 
reared a large family seem united in advising their daughters to 
restrict the number of their own offspring, while at the same time, 
some of them at any rate, boastfully pride themselves on having 
brought up so many on so little — an achievement which they feel 
few modem women will have to their credit. 

Some of the problems presented seem extremely difficult to 
solve. Women find themselves quite literally enslaved by the 
care of their homes and even two or three children, with never 
an hour of freedom or an opportunity of social relaxation with 
their husbands. Better housing, higher incomes, wider educa- 
tional opportunities, and greater security would undoubtedly 
ease the anxiety of women when they contemplate additions to 
their families; but none of these things can lighten the burden 
imposed upon a mother who has the entire care of her children 
without the advantage of being able to leave the young ones with 
someone else for so much as an hour. Says one mother : 

“ Two's enough for the present, thanks. For one thing I hardly get time 
to put my feet up from when I get up at six-thirty till after the kids are in 
bed at seven. It’s just run, run, run — and the washing ! " 

Young housewives referred frequently to their fear that they 
would become less attractive to their husbands because they could 
not find time to keep themselves well groomed, and because the daily 
harassment of the domestic scene was making them ill-tempered. 

The evidence culled from the younger housewives makes it 
abundantly clear that the awakening of women which has inspired 
a desire not only to have a share in life’s social pleasures, but to 
participate in activities outside their homes, has been an in- 
fluential factor in the limitation of families. Though the majority 
of wives desire to have a family, they are inclined to stop after 
the first one or two children, when they learn how completely the 
rearing of children absorbs the time and energy of the mother and 
cuts her off from all outside interests. Let some of the mothers 
speak for themselves : 

“ There will be no more children [after the first two]. At least not under 
present social conditions. Reasons : The impossibility of my husband and 
I going anywhere together. Excluding our summer holidays ... we have 
only been out onoe together in eight and a half years . . . the impossibility 
of attending evening classes. . . . Women's Institute meetings have to be 
left at half-time to get home at the same time as the children . . . as for the 
theatre, I've forgotten what that's like." 

“ This feeling of being 4 tied * is universal and universally resented by 
mothers I know. It's not a case of being all out for a good time— only 4 ail 
work and no play' for mothers." 

44 Neither my husband or I mind the work, but we do mind these constant 
separations and have decided that there will be no more unless parking places 
are instituted for children to be left in safety." 
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Although knowledge of contraceptives is, as Mass-Observation 
points out, far from being universal, those women who have 
learned how to limit their families are apparently determined not 
to accept the unremitting toil involved in rearing many children. 
Any attempt, the authors warn, to forbid the practice of contra- 
ception would be folly, since the only effective remedy lies in a 
change of heart among married couples which will promote the 
desire for more children. Large families to-day are considered old- 
fashioned at best, at worst somehow indecent. (Several women 
mentioned that the Queen had only two children almost in the 
same breath as they said they couldn’t afford more.) 

Pride in large families must somehow be restored, and the 
exacting toil now attached to child-rearing must be relieved 
before the population trends can be made to move upward. 

Lella Secor Florence 

Birmingham. 


The Social Problems of an Industrial Civilization. By Elton 
Mayo. (Harvard University : Division of Research, Grad- 
uate School of Business Administration, 1945. Pp. xvii -f 
150. $2.50.) 

Professor Mayo is in deadly earnest about the problems 
he discusses, and it is dear how they came to excite his attention. 
The various studies made by the members of the Harvard Busi- 
ness School, in particular the Western Electric studies, brought 
out the great significance of the group in the life and actions of 
the individual worker. When, for example, individual workers 
felt themselves part of a team their productivity increased, and 
their personal outlook and their ability to collaborate changed for 
the better. Placing this fact in a wider context, Professor Mayo 
draws attention to the disruptive effect on social relationships 
of the great pace of modern technical and industrial development. 
Instead of the solid traditional social life of the agricultural 
communities, with change taking place slowly over a period, 
industry and occupations now change in importance almost 
overnight. We have moved from an established to an adaptive 
society — a society which demands much greater ability on 
the part of the individual to adapt himself to new circum- 
stances and new relations with other people. Professor 
Mayo sees' this ability to adapt oneself to a changing in- 
dustrial and social environment as the most important feature 
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making for ordered and happy life; indeed, necessary if this 
civilisation is to survive. Yet, Mayo argues, we are giving little 
attention to this point in our schools and Universities. “ Students 
are taught logical and luoid expression; they are not taught 
. . . social skill. . . .” “ Social skill shows itself as a capacity 
to reoeive communications from others and to respond to the 
attitudes and ideas of others in such fashion as to promote con- 
genial participation in a common task.” Professor Mayo agrees 
that it is not easy to teach social skill and more attention should 
be given to this point : he sees the interviewing process as an 
important aid. He believes that “ social study should begin with a 
careful observation of what may be termed communication; 
that is, the capacity of an individual to communicate his feelings 
and ideas to another, the capacity of groups to communicate 
effectively and intimately with each other.” 

Put in simpler words, Professor Mayo is saying that the world 
would be a much better place if everybody got on with everybody 
else and the various groups always reconciled their interests. 
Rapid industrialisation and technical change undoubtedly com- 
plicate and disrupt the lives of individuals, but by no means 
all the social misfits or problem cases have an industrial origin. 
Insufficient account is taken of the improved aids to getting 
on with each other, for industrialisation brings ease of com- 
munication and standardisation of language and ideas. The 6.1. 
brides will probably find it much easier to get on with the natives 
of the United States than did the early Pilgrim Fathers. 

During the course of the book Professor Mayo has a deal to 
say about the present state of the social sciences. He complains, 
quite rightly, of the great lack of realistic (he calls it clinical) 
research ; of the imposing fa£ades of general principles and social 
philosophies erected with insufficient basic field-work. He de- 
votes a substantial part of the book, and perhaps the most inter- 
esting part, to an exposition of the “ clinical ” methods used by 
himself and his colleagues, and shows the kind of results which 
can be obtained. When dealing with particular branches of the 
social sciences one would expect him to devote most of his. atten- 
tion and criticism to individual and social psychology and socio- 
logy, as being most bound up with his general thesis. Instead he 
concentrates almost wholly on economic theory, with political 
theory next on the list. And all because, in his view, economic 
and political theory as at present taught lead to what he calls 
the rabble hypothesis — “ We have an economics that postulates 
a disorganized rabble of individuals competing for scarce goods ; 
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and a politics that postulates a ‘community of individuals ’ 
ruled by a sovereign State.” 

It would perhaps be more charitable to draw a veil over this 
aspect of the book. One example will be sufficient : he is con- 
stantly confusing scarce means in the economic sense with soaroity 
in the famine sense. It is distressing that an individual so emin- 
ent in his own particular field, and with a contribution to make 
to the social sciences in general, should show such little under- 
standing of the ideas and developments in other fields. Clearly 
we need far more “ communication ” between people working in 
different branches of the social sciences. 

D. N. Chester 

Oxford. 


A History of Banking Theory in Great Britain and the United 
States. By Lloyd W. Mints. (Chicago : University of 
Chicago Press, 1945. Pp. 319. 20s.) 

Mr. Mints has explored an interesting and comparatively un- 
familiar by-way in the history of economic thought. Most of 
the numerous works on the development of monetary theory are 
concerned chiefly with the problems which lie at the root of the 
subject, the connection between the quantity of money and 
prices, business activity, employment and the foreign exchanges. 
Mr. Mints, working in a narrower and more technical field, deals 
with specifically banking problems : Does a bank create credit or 
^merely re-lend savings? What assets are most suitable for a 
bank to hold? Should it oonfine its lending to short-term 
commercial loans, and will this be a safeguard against the over- 
expansion of credit ? These questions, together with the relative 
merits of competition and monopoly, free enterprise and State 
control in banking, form the substance of the book. Particular 
stress is laid on what the author calls “ the real bills dootrine,” 
the claim that a bank should lend wholly or mainly by the discount 
of bills arising out of bona fide commercial transactions He 
vigorously attacks this view, and has no difficulty in showing the 
fallacy of many of the arguments by which it has been supported. 

On these topics Mr. Mints has collected the opinions of a huge 
number of writers, from Potter, Maddison and Child to Keynes, 
Robertson and Hicks. (The bibliography of primary sources 
contains references to well over four hundred authors.) Many of 
the references are necessarily brief — so brief as to amount to little 
more than a catalogue, but the views of the more important 
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writers are usually fully and carefully stated. The monumental 
industry which has gone into the collection of this material is the 
great merit of the book. 

Unfortunately, it suffers from three defects, which have 
seriously impaired its value to this reviewer. First is an unduly 
rigid separation between banking and monetary theory. This is 
apparent, for example, in the discussion of the “ real bills 
doctrine.” The author quotes many statements to the effect 
that by confining discounts to “ real bills ” the banks will avoid 
over-issue; this at once raises the question of what is over-issue, 
and this again the more fundamental one of the causal connection 
between changes in the quantity of money and of prices. Mr. 
Mints discusses the former at some length, the latter hardly at all ; 
hence, though his oriticism is very trenchant as far as it goes, it 
seems lacking in depth. 

The second defect is one of historical method. One may 
approach the history of eoonomic thought by studying the back- 
ground, both personal and general, of one’s writers, and using the 
imagination in an effort to follow the working of their minds as 
they grappled with the problems of their day. Alternatively, one 
may approach the past from the standpoint of the present, tracing 
the genesis and growth of modem ideas in former times. The 
first is the more sympathetic method, and, indeed, the only one 
which can lead to a really intimate knowledge and understanding 
of a great writer ; on the other hand, the student who concentrates 
exclusively on this, and fails to relate his results to the general 
development of thought, will find his work of only antiquarian 
interest. It takes a very cunning alchemy to combine the two 
elements in just the right proportions, and Mr. Mints does not 
attempt the task. His work is an extreme example of our second 
method of approach. He has a set of questions, to whioh he 
knows the answers, and his four hundred victims are made to 
undergo a competitive examination, after which they receive 
their due measure of praise for “ correct ” and blame for “ in- 
correct ” replies. The marks are generally very low, and the 
examiner’s reports extremely acid, but one wonders if this is not 
due as much to the nature of the test as to the incompetence of 
the examinees. 

Since he uses this method of approach, we might expect Mr. 
Mints to present us somewhere with his own model answers, a 
dear and consistent body of doctrine against whioh to expose the 
confusions and contradictions of his predecessors. The state- 
ments of his own views are, however, fragmentary and un- 
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convincing. We gather that he is an adherent of the quantity 
theory of money, though in a somewhat refined form, for he cites, 
apparently with approval, the statement that anything which can 
be substituted for money in cash balances will increase the 
velocity of circulation of hand-to-hand currency and deposits, 
and so raise prices, even though it may not circulate as a means of 
payment (p. 267). He believes that the control of the trade 
cycle is primarily a matter of monetary policy (pp. 12, 276, 280). 
He has little faith in the rate of interest as an influence on economic 
activity, but how a change in the quantity of money can affect 
activity and prices other than through the rate of interest he gives 
no hint. His suggestions for banking reform, very briefly made, 
include the elimination of “ the major portion ” of short-term 
debt, both commercial and Government, the abolition of fractional 
reserve banking or “ if this is impractical ” the restriction of bank 
assets to long-term debts and equities (p. 222). 

To sum up, a great deal of excellent preliminary work has 
failed to produce a really satisfactory book, owing to poor historical 
method and a defective theoretical background. 

E. Victor Morgan 

University College of Swansea. 


The Economic Mind in American Civilization, 1606-1865. By 
Joseph Dorfman. (New York : Viking Press, 1946, 
Two vols. Pp. xii + 987 + lv. $7.50.) 

These are the first two volumes of what promises to be a most 
elaborate and valuable history of the growth of economic doctrines 
and the course of economic controversies in America. It is not a 
“ history of economic thought ” of the standard type. First of 
all, Professor Dorfman is less concerned with the elegance or 
cogency of argument of the writers he discusses than with their 
representative character. There are here many dull, far from 
acute, often highly tendencious and dishonest controversialists 
who yet fully earn their place, since their historical role casts light 
on the economic problems of the age and on the public opinion 
of the “ educated ” classes. Secondly, Professor Dorfman is 
concerned with political economy, not with economics in its 
modem technical sense. Many of his most interesting and 
important writers devoted their efforts to political as much as to 
purely economic questions. It was, in fact, impossible to separate 
the two ; most of the concrete problems from which the theoretical 



1946 ] DOBFMAN : BOOH OHIO MIND IH TJ.S. CIVILIZATION 293 


discussions arose were highly political in character; land policy, 
control of the currency, control of wages by law, the old colonial 
system, the powers of the new federal government over banking 
and tariffs, “ internal improvements,” slavery — all of these were 
problems in political economy. The tracts and treatises that 
poured out on such topics were no more exercises in academic 
objectivity than was Hamilton’s Report on Manufactures, or The 
Federalist, or a judgment of John Marshall or Roger Taney. 
This occasional character does not detract from the interest of the 
voluminous literature which Professor Dorfman has examined 
with such prodigious industry and such a high degree of 
objectivity. But his writers, even the ablest of them, were in 
general not attempting to do what Adam Smith and his successors 
tried to do. Indeed, one might say especially the ablest of them. 
The academic economists of the colleges were inhibited by the 
great names first of Adam Smith (or Say), then of Ricardo, then, 
though less decisively, of Mill. They were popularisers and 
adapters, and where they wrote semi-heretical formal treatises 
like that of the younger Carey, they were concerned to refute or 
correct the errors of the great transatlantic masters. These 
they followed closely ; indeed, one of the discoveries of this book 
is the immense prestige of Ricardo. His doctrine of rent seemed 
to have special applicability to the problems of American land 
policy, and some speculators tried to make fortunes by the use of 
Ricardian principles. They usually failed, and the successful 
land speculators, John Jacob Astor, Peter Smith and the rest, 
seem to have been mere empirics. 

Yet there were interesting theorists among the propagandists, 
notably Jacob Cardozo and John Rae. But, in general, the 
current political or social problems imposed topics on the 
pamphleteers. And in the colonial period the controversies had, 
in the nature of things, to be limited in scope, since the final 
decision was not in the hands of the public immediately addressed. 
That public, Professor Dorfman points out, was very limited; 
the merchants, the gentry, the nascent professional classes. We 
are not to be deceived by names like “ Agricola ” ; farmers and 
workmen for controversial purposes were, in real life, merchants, 
lawyers and divines, and the controversies were controversies 
within the same social class. But they were interesting contro- 
versies, all the same. Imperial policy had to be altered or evaded, 
the growing colonial “ interest ” unified and (as far as was 
possible) the class structure preserved. That last battle was 
being fought even in the nineteenth century, but obviously, by 
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Jackson’s time, it was a lost cause. But Professor Dorfman does 
not make it quite clear how successful or unsuccessful were the 
efforts of the ruling class in New England to control wages, keep 
the lower orders in their place and, in general, make the new 
settlements fit for John Winthrop and the rest to live in. To do 
that would be to write a history of the American economy, but 
some brief statement of the case would have been welcome. At 
the other end of the book the treatment of currency and other 
questions during the Civil War is not very full. Nascent 
American industrial and finance capitalism had surely more to 
say for itself ? There can be few authors of any merit, or even of 
interesting demerit, whom Professor Dorfman has not tracked 
down. But in the nineteenth century, regular periodicals, the 
North American Review and other imitators of the English and 
French reviews, did a good deal to form the publio mind ; perhaps 
some attention should have been paid to them as well as to 
authors. But it was a stroke of genius to investigate the economic 
ideas of the great McGuffey, the author of the most popular text- 
books in American history. 

Inevitably, there are passages so compressed that it is hard to 
follow the argument, but Professor Dorfman has been very 
successful in making his authors intelligible — more intelligible, 
one suspects, than some of them are in their own works. In- 
evitably, too, the old problem of “ influences ” comes up. For 
example, the reader might exaggerate the direct influence of 
Thomas Reid on President Witherspoon. As far as Witherspoon 
was exposed to personal influence, it was to Adam Smith’s, for 
Witherspoon was Minister of Paisley and Moderator of the Synod 
of Glasgow and Ayr while Smith was still at Glasgow. His 
successor, Reid, just overlapped with the last years of Wither- 
spoon’s residence in Scotland. In no direct sense was Witherspoon 
a pupil of either Smith or Reid. Again, the not very expert reader, 
forgetting that the seventeenth century was an epoch of very 
rapid change, might think of Sir William Petty and Sir Edwin 
Sandys as sharing in much the same climate of opinion. But this 
very ambitious effort has not o’erleaped itself. The continuation 
should be at least equally interesting and valuable. 

D. W. Brogan 

Peterhouae, 

Cambridge. 
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Financing American Prosperity : A Symposium of Economists. 

Edited by Path, T. Homan and Fritz Machltjf. (New 

York : The Twentieth Century Fund, 1945. Pp. xi -f 608. 

$3.00.) 

Six highly selected candidates (Anderson, Clark, Ellis, Hansen, 
Slichter and Williams), each a Professor of Economics, were set a 
paper on the future of business in the U.S.A. The questions are 
reproduced in Professor Homan’s Introduction, and although no 
ohoioe was offered, a considerable latitude in interpretation was 
allowed. The result is this collection of 60- to 70-page essays, 
expressing opinions varying from Professor Anderson’s rugged 
reaffirmation of the extreme classical position that supply creates 
its own demand and that the best Government plan is that whioh 
plans least, to Professor Hansen’s outright statement of the 
contrary opinion. For those readers who are intimidated by 
400 closely printed,- well-footnoted pages, there is Professor 
Machlup’s excellent concluding Summary, in which he quotes 
chapter and verse from each essayist. He has also done us the 
additional service of appending a synoptic table giving the 
contributors’ opinions on 150 or more detailed economic policies, 
classed under the heads of Fiscal Policy, Taxation, Credit Policy, 
Price Control and Rationing, Anti-Monopoly Policy, Wage Policy, 
Social Security and Life Insurance, Housing, Research and 
Patents, Commercial Policy, and International Finance. 

With the one exception of Professor Anderson, who regards 
the late Lord Keynes as “ a dangerously unsound thinker,” the 
contributors all acoept the general series of propositions which, 
in Great Britain at least, are derived from The General Theory of 
Employment, Interest and Money. Each contributor writes with 
two disturbing facts in mind — first, that conditions of boom had 
already begun to manifest themselves (in the U.S.A.) as early as 
1940, although there were in that year no fewer than 6 million 
unemployed by one count and 8*6 by another ; and second, that 
the expansion of U.8. production during the War to double its 
previous peace-time maximum was almost wholly dependant 
upon the increase of federal expenditure. The essayists had to 
consider what would take the place of this vast outlay in the 
immediate future, and how the U.S. economy oould best be 
stabilised in the long period at a satisfactorily high level of income 
and employment. Some contributors open with a preliminary 
definition of “ full employment ” — a float of 3 million unemployed 
seems to be the accepted minimum; and Professors Clark and 
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Williams both think that “ Ml employment ” can be purchased 
at too high a cost, the latter in particular expressing a doubt 
as to whether Sir William Beveridge’s society can really be 
“ free ” ! 

Discussion of the probable condition of U.S. business during 
the transition period from War to Peaoe really boils down to 
prediction — how large is the demand for consumption and 
investment goods postponed by the War; and how liquid the 
assets in which it has been preserved. The contributors, though 
hardly unanimous on the means, yet seem generally satisfied 
both that an adequate demand has accumulated, and that it can 
be released on terms which would avoid danger of serious inflation. 
The question of America’s industrial stability in the long run 
affords more scope for argument, and here there is naturally the 
greater difference of opinion. Convinced that the maintenance 
of private enterprise should be a foundation of U.S. economic 
policy, the six essayists are concerned with ways of enabling 
private enterprise to sustain high employment and income with- 
out systematic support from Government expenditure. Given 
the degrees of freedom severally suggested — from taxation which 
weighs heavily on new and risky enterprise (the existing tax 
system comes in for some really severe criticism on this score), 
from the burden of a rising public debt, from monopolist 
restrictions, from wage increases leading to distorted cost-price 
structures and so on — there is a general consensus that private 
enterprise, possibly supported by a stimulation of consumption, 
will be equal to the task of producing and disposing of a gross 
^rational product at least twice as great as that realised before the 
War. The contributors (Professor Anderson excepted) admit the 
case for a cyclical increase of Government expenditure in times of 
depression ; but, among the six, Professor Hansen alone considers 
that the investment of the peoples’ savings is going to present an 
“ inescapable ” problem in the long run, and only he foresees the 
need for a continuous programme of public investment to maintain 
a steady expansion of the private economy. The others fear, 
with varying degrees of alarm, lest this policy, even if effective, 
should end in private enterprise being squeezed out by public, or 
caused to founder under the load of taxation required for the 
service of the resulting debt. On trade policy, and on the 
future place of the United States in the world, there is a general 
measure of agreement. To British eyes at least, they may seem 
not to appreciate enough the danger that in practice dollars may 
be short ; but they are at one in urging lower American tariffs and 
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larger American loans, advice which U.S. economists have for 
years been giving to unresponsive Congressmen ! 

The subject is really too wide and the space at the disposal of 
each contributor too limited to allow of an adequate treatment 
of the questions. The essays tend to become expressions of 
opinion, admirable as a means of learning what each contributor 
is thinking, but not well designed as a vehicle of cogent and 
convincing argument. For the European, the collection has the 
additional disadvantage that he gets no clear indication of the 
relative volume of support each authority commands. Not 
indeed until the thirty-seventh footnote of Professor Machlup’s 
concluding Summary do we learn, for example, that Professor 
Hansen enjoys on this important subject the widest following 
among American economists. 

Gilbert Walker 

Faculty of Commerce and Social Science, 

Birmingham University. 


Price and Belated Controls in the United States. By Seymour 
E. Harris. (New York : McGraw Hill Book Co., 1946. 
Pp. xx + 392. $4.00.) 

Price Control and Business. By George Katona. (Bloomington, 
Ind. : The Principia Press (for the Cowles Commission), 
1945. Pp. xii -f 392. $3.00.) 

Price control in the United States, a country with income 
payments to individuals of the order of $100 billion in 1942, 
an “ inflationary gap ” then estimated at $17 billion, probably 
the greatest diversity of consumer products ever known, and a 
public far from the war fronts and traditionally opposed to Gov- 
ernment controls, is a fascinating subject. These two books 
deal with it on very different scales and with different degrees 
of success. Dr. Seymour Harris attempts to cover the whole 
field, and perhaps inevitably his book is more a collection of in- 
teresting data than a synthesis. Mr. Katona’s book is based on a 
series of prepared interviews with business men in the Chicago 
area between 1942 and 1944, in which they were asked about their 
actual experiences with price control. It is a small but valuable 
contribution not only to this subject, but to th'e growing literature 
on business behaviour. 

The outstanding experience of Amerioan experience in this 
field is the light it throws on the possibilities of a general “ freeze ” 
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of prices. On April 28, 1942, under the General Maximum Price 
Regulation (GMPR), “ current prices ” over the greater part of 
the American civilian eoonomy were made legal maxima by a 
single administrative Act. The hands of the Price Administrator 
were somewhat tied, in that he was specifically prohibited from 
imposing a maximum prioe on agricultural products lower than 
1 10% of “ parity,” and had no authority over wages. 

Dr. Harris is critical of GMPR because the conditions for its 
success (or for that of any general freeze) were not present. His 
main arguments can be summarised as follows : 

(1) As a result* of the failure (by the War Labour Board, 
not the OPA) to control wages adequately, the exoess of disposable 
income over value of consumer goods at current prices caused an 
upward pressure on prices too great to be restrained by price 
control. “ Where the inflationary gap is $10 billion, there is 
some hope that price control will do a reasonably good job; 
but where the inflationary gap is $50 billion, the possibility of 
even a moderate success is considerably less ” (p. 46). 

(2) Partial price control increases the inflationary pressure 
on the uncontrolled sector of prices : thus a freeze is more likely 
to be successful the wider its range. GMPR did not oover agri- 
cultural products, services, books and papers, amusements,' 
military supplies, nor imports. “ The widespread use of exemp- 
tions of various kinds tends to restrict the effectiveness of price 
control ” (p. 24). 

(3) In so far as the price control authority is unable to control 
all prices, the maintenance of an inflexible ceiling requires the use 
of subsidies. Chapter XVIII is very interesting on subsidies 
generally. The all-pervading controls in Great Britain have some- 
what obscured the economics of the subsidy, which has been 
generally assumed to be anti-inflationary. Not so in the U.S., 
where it was a major issue between the Administration and an 
unsympathetic Congress. Dr. Harris states the issues and gives 
the conditions for an effective use of subsidies. He concludes : 
“ Subsidies are a sine qua non for stabilization of the cost of 
living; when used in conjunction with proper wage, farm, and 
fiscal policies they can ensure stable living costs and wage rates ” 
(p. 224). 

Why, then, if the essential conditions for its success were not 
present, was the 'general “ freeze ” method employed ? The 
answer is that there was no alternative practicable policy. There 
was no time for selective price control ; GMPR at one swoop 
provided legal maximum prices for 8 million commodities. It 



1946] 


KATONA : PRICE CONTROL AND BUSINESS 


299 


was a price stop pending future action, and has been gradually 
replaced by selective price control, but is still largely operative 
in those sectors of the economy where price differentiation is 
greatest. The freeze technique was most effective for rents, where 
the OPA considers that there has been no increase since 1942. 
Dr. Harris instances the relative homogeneity of the product, the 
absence of “ new products,” and the knowledge of the market 
both by buyers and sellers as conditions favourable to the freeze. 

On the whole, the book gives the impression that it was written 
in a hurry, and that the author (at one time Director of the 
Office of Import-Export Price Control in the OPA) was too close 
to the mass of material. The book is neither an integrated pic- 
ture for the layman, nor sufficiently detached to add very much 
to the understanding of those already familiar with the problems 
of theory or practice. 

Mr. Katona was in charge of a survey carried out for a private 
Committee on Price Control and Rationing, using the facilities 
and personnel of the Cowles Commission at the University of 
Chicago. The method employed was to cross-examine business 
men in a selected field about their own experience of and reactions 
to price regulation. 

The results throw a good deal of light on some of the problems 
glanced at by Dr . H arris . The underlying pressure of more money 
than goods caused all kinds of evasions of the regulations, from 
illegal price increases, quality deterioration (particularly difficult 
to control in America), shifts in merchandise to grades with larger 
profit margins, to the familiar devices of imposing conditions 
of sale (only the good customer gets the scarce goods). Chapter 
XI summarises this part of the inquiries for the whole of the 
two sample inquiries, in each .case covering some 450 interviews. 
29% adhered strictly to the regulations, 37% made indirect 
and 34% direct price increases. Adherence was greatest in the 
group of men’s wear retailers, and least for liquor stores. 

Among a variety of other topics, there are interesting chapters 
on the relative impact of control on large and small firms (the 
smaller firms could not do the clerical work involved in accurate 
compliance) ; on the effect of price control on demand (as long 
as prices are expected to remain stable, the propensity to save 
rises with rising incomes) ; and on the attitude of business men 
to control (as time went on there was more understanding of, 
and support for, the OPA). 

Chapter XXIII, on interviewing as a tool of economic research, 
concludes that this method is important (as the book itself 
No. 222.— VOL. lvi. x 
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shows), particularly in connection with the motives behind 
business decisions, a field in which economists are at present 
woefully ignorant. It is also made clear that experience of the 
technique is essential. “ We failed in gathering evidenoe about 
several important issues because we were not aware of their signi- 
ficance when we embarked on the survey concerned ” (p. 212). 
Oxford economists had the same experience in their Research 
Group just before the war, and will note with pleasure the tribute 
paid by Mr. Katona to the guidance of Professor Marschak, who 
worked with the Group. 

On the whole, both books confirm the view that price control 
in America was astonishingly successful — much more so than most 
people expected would be possible with the instruments available. 
The atmosphere of patriotism is, of course, very important, 
and it remains to be seen what will happen to OPA, now so much 
under fire. It is to be hoped that there will be other works on 
the subject. 

R. L. Hail 

Trinity College, 

Oxford. 


Labor Policy of the Federal Government. By Harold W. Metz. 

(Washington, D.C. : Brookings Institution. 1945. Pp. 284. 

$2.50). 

Although a Bureau of Labor in the Department of the Interior 
of the U.S.A. was created in 1884 and a separate Department of 
Labor with a Secretary of Cabinet rank has existed since 1913, 
the real growth of Federal labour legislation dates only from 
1933 when the National Industrial Recovery Act was passed by 
Congress. That Act, like many previous attempts by Congress 
at labour legislation, was held unconstitutional. It was soon 
succeeded, however, by the National Labor Relations Act, the 
Social Security Act, the Fair Labor Standards Act and other laws 
which have survived the tests of constitutionality as interpreted 
by a differently constituted Supreme Court. 

The devices — depending mainly on the power of Congress to 
regulate inter-State commerce — by which the Federal Government 
has partially overcome the obstacles to labour legislation of 
national application, the multiplicity of Governmental agencies 
for the regulation of labour conditions which it has seen fit to 
create, the lack of co-ordination between Federal and State 
labour legislation, the varying decisions of Governmental agencies 
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from time to time as their membership changes, and the conflict 
of these decisions with those of Federal and State Courts present 
a confusing picture from which, as the author of this book himself 
states, it is difficult to deduce a coherent and integrated system. 

The book does not deal with social security, which may in the 
future play a greater part in the labour policy of the Federal 
Government, now that both sections of the organised labour 
movement support legislation in this field. It is explained, 
however, that the omission of so important an aspect of labour 
policy is due to the fact that the same publishers are shortly 
bringing out a separate study of social security. The author 
makes no attempt either to explain why, in a country where over 
8 million people are engaged in agriculture, so little of labour 
legislation is applied to this activity. Indeed, his only references 
to agriculture are to note and explain the scope of its exclusion 
from various statutes. Difficulties of enforcement are a common 
excuse in many countries for omission of agriculture from labour 
legislation, but possibly in the UJ3.A. not the least of the reasons 
is the traditional hostility of certain States to anything which 
will increase agricultural costs, and the consequent difficulty 
which would have been experienced in passing through the 
Senate, where all States have equal representation, any such 
legislation which did not exempt agriculture. 

The major objective of the labour policy of the Federal 
Government has, as is borne out by statements of Government 
spokesmen which are quoted, been to secure for the workers a 
larger income with shorter hours of work, and was originally 
conceived as an anti-depression measure. One of the main 
methods by which the Federal Government has sought to achieve 
that objective has been to increase the bargaining power of the 
workers by encouraging collective bargaining and, indeed, im- 
posing it upon employers as a statutory duty. The complications 
to which this has led — the difficulty, for example, of deciding 
from an employer’s overt actions whether the state of mind in 
which he negotiates with trade unions constitutes bargaining in 
good faith — are a clear demonstration of the superiority of the 
voluntary acceptance of collective bargaining as achieved in this 
country. The reasons for the failure of the voluntary method in 
the U.S.A. are obscure, and are not discussed in this book. One 
answer is perhaps to be found in the failure of the growth of trade 
unions there to be followed, as it was here, by the growth of 
employers’ associations, the main purpose of which, originally to 
resist the growth of trade unions, has become to bargain collectively 
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with them. Collective bargaining in the U.S.A. still means in 
most cases bargaining between a trade union and an individual 
employer or, at most, a local group of employers, and only rarely 
between a trade union and the employers in an industry as a whole. 

Subject to the omissions which have been noted, this book will 
be of considerable assistance to those who seek a better know- 
ledge of the principal Federal labour legislation and of its inter- 
pretation by Governmental agencies and the Courts. Possibly 
too much emphasis is laid on the activities of the National War 
Labor Board, which are of a passing nature, and a divergence from 
the main current of Government policy. The method adopted 
in the book of analysis under a variety of subjeot-headings leads 
to constant repetition which may be inevitable ; when, however, 
almost identical passages occur in successive paragraphs which 
deal with the same-subject matter, one can only conclude that this 
is the result of inadvertence. A few misprints are singularly 
unfortunate, in that they reverse the sense of the passage entirely, 
as, for example, when it is stated that social security legislation 
was in 1937 held unconstitutional in a case in which in fact its 
constitutionality was upheld. 

H. S. Kirkaldy 

Queens’ College, 

Cambridge. 


Agriculture in an Unstable Economy. By Theodore W. Sohultz. 

(New York : McGraw-Hill, 1945. Pp. xix 272. $2.75.) 

This is an admirable book, in which modem economic theory 
is brought to bear on the past and present facts of American 
agriculture and a gallant attempt made to forecast numerically 
future trends. Since the factual material is American, the book 
will be of the greatest value to American readers, economists 
and agriculturists and, perhaps above all, those concerned in 
framing agricultural policy. But its usefulness is by no means 
confined to those interested in American economic and agri- 
cultural problems; much of the analysis is equally applicable 
to any industrialised country, and certainly to Great Britain. 

Professor Sohultz analyses the relations between agriculture 
and the rest of the economic activities of the nation, in order, 
as he says, to lay the foundations for a national policy for agri- 
culture, which he proceeds to outline in his concluding sections. 
He brings out that the basic causes of the farm problem, the low 
earnings of most farm people and the great instability of income 
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from farming, lie less within agriculture than elsewhere in the 
economy. A great part of the analysis is familiar, at any rate 
to economists. But no other book which I know puts it so 
clearly or cogently. 

The argument is compressed, and cannot be adequately 
summarised in a review. Only a few of the salient points can be 
noted. Professor Schultz begins in Part I by analysing the out- 
look for American agriculture after the war. Agricultural pro- 
duction has increased by a third during the war, in spite of a de- 
cline of from 15% to 20% in the number of people employed 
in agriculture; in America, even more than in this country, 
farmers have been brought to realise the extent to which modem 
machinery can be substituted for labour, not only in crop but in 
livestock production, and not only on large farms and level land, 
and production costs reduced by mechanisation. These figures, 
and others which Professor Schultz gives in his second part, 
demonstrate the extent of under-productive employment in 
American agriculture before the war (Mrs. Robinson’s “ concealed 
unemployment ”) as unemployed industrial workers were forced 
back to the farms they had left to seek work in cities. 

After the war, unless there is a pronounced inflation, farm prices 
are likely to recede sharply within one year or at the most two 
(Professor Schultz wrote before the recent food crisis). For 
agriculture will stay in full production and demand from over- 
seas countries will fall ; this will particularly affect cotton, which 
has remained in surplus supply throughout the war, and the other 
products entering world markets but now in short supply — fats 
and oils, wheat, rioe, coffee and sugar. Professor Schultz expects 
the terms of exchange available to farm people to drop by one- 
fourth to one-third from the levels of 1944. 

He proceeds, in Part II, to develop the fundamentals of the 
agricultural problem in an expanding and fluctuating economy. 
In an expanding economy, and one where the reproduction rate is 
considerably larger for the farm than for the non-farm population 
and where labour-saving devices are being introduced as rapidly 
in agriculture as in secondary and tertiary industries taken as a 
whole, only a very rapid increase in output (and hence income) 
outside agriculture will serve to maintain demand and secure 
a rapid enough movement of labour from agriculture to support 
reasonably prosperous farm incomes per head. For, as incomes 
rise, a smaller and smaller proportion of those incomes are spent 
on farm products (after allowing for more services in getting 
food-stuffs to consumers). If the income elasticity for farm pro- 
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ducts is J (which Professor Schultz puts as the most probable 
figure), then, he estimates, the annual rate of increase in non- 
agricultural production must be 4-6% in the first two decades 
after the war, in order to make room for an expansion in agriculture 
of 2% or rather more a year, which he considers to be necessary 
if the old pre-war farm problem is to disappear. The discussion 
of the income elasticity of demand is summary ; one would have 
liked a rather fuller analysis of this crucial fraction ; but, whatever 
its level, provided (as is certain) it is substantially below 1, the 
nature of the problem, though not its extent, remains unchanged. 

After a brief analysis of the effect of business fluctuations on 
agriculture, and of the probable movements of agricultural 
imports and exports, Professor Schultz proceeds to discuss Govern- 
ment policy for agriculture before and during the war, and to 
outline a desirable policy for the future. He is concerned to 
preserve the essentially competitive nature of agricultural pro- 
duction, and would have the Government step in to help determine 
the correct allocation of resources and to advance general welfare. 

Put very briefly (far too briefly to do justice to the argument), 
his policy would be : first, to encourage the movement of labour 
from farms, develop mobility, education and greater leisure, 
and introduce and improve social services for the farm population ; 
secondly, to counteract the instability of farm income, if possible 
by avoiding business depressions and developing farm technology 
to avoid fluctuations in yield, introducing crop insurance and stor- 
age of grain for animal feeds ; and, as a second line of defence, 
by subsidising agricultural production if unemployment mounts 
and prices fall, to give returns "Cqual to a percentage (perhaps 
86%) of the price in the previous boom; thirdly, to avoid 
the type of production adjustment intended under the A.A.A. 
policy pre-war (which in any case was largely ineffective except for 
cotton, since, for the remaining crops, though acreage fell, pro- 
duction did not) ; but to help adjustment in specific types of listed 
cases; and, finally, to establish forward prices, announced in 
advance, designed to secure the socially desirable allocation 
of resources. Prices should not be the goal of policy, but a means 
to secure the right adjustments ; especially, the doctrine of parity 
prices, related to levels before the last war, should be abandoned ; 
conditions have changed so much that such prices are now entirely 
out of line with requirements. 

Ruth Cohen 

Newnham College, 

Cambridge. 
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World Chain Review and Outlook, 1945. By Helen C. Farns- 
worth and V. P. Timoshenko, with a Statistical Appendix 
by Rosamond H. Peirce. (Stanford University : Food 
Research Institute, 1946. Pp. xi + 319. $3.00.) 

This volume succeeds the Food Research Institute’s monthly 
Wheat Studies, now discontinued. It provides an admirable 
survey, both world-wide and by principal countries, for food 
grains, especially wheat, and for feed grains. After a brief but 
useful summary of the last fifteen years, the authors analyse in 
detail supplies, trade, consumption for different purposes, prices, 
and administrative action for the crop year 1943-44, and give 
estimates of the outlook for the year 1944-45. The text contains 
some summary tables and a number of excellent charts. The 
main statistical picture is contained in sixty-five invaluable tables 
in an Appendix, which generally cover the years 1928 to 1943 or 
1944. 

The authors have taken such figures as were available when 
they wrote in late 1944, and have supplemented them with 
estimates derived from their long experience in interpreting such 
other indications of the facts as could be obtained. Inevitably, 
at a time when the war-time statistical black-out was only 
beginning to be broken, the statistical picture is incomplete 
for a number of countries. One may hope, therefore, since such 
volumes should be invaluable not only for current use but for 
reference, that any future numbers will summarise such inform- 
ation for earlier years as becomes currently available. 

The authors wrote before the present food crisis developed; 
they expected, in the absence of crop failures, a fairly early re- 
emergence of wheat surpluses. But they emphasise two develop- 
ments which, combined with the actual disastrous crop failures 
in a number of countries, have helped to produce the crisis. The 
first and most important was the abnormal feeding of wheat to 
live stock, mainly in the United States, where live stock numbers 
in 1943-44 attained a record and where unsuitably high prices 
for hogs relatively to grain encouraged heavy feeding per animal, 
but also in the other main exporting countries, so that in 1943-44 
more wheat was used for animal feed, industrial uses and fuel 
than for human food in the four chief exporting countries taken 
together. The second was the failure to build up grain stocks 
sufficiently in India after the Bengal famine of 1943 (as a result of 
which famine, they estimate, over a million people died). 

The concluding chapter discusses the long-term outlook, both 
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statistically and in the light of possible or probable national and 
international policies. This chapter should be carefully studied 
by all those interested in agricultural policy as a whole, as well as 
by those concerned with the grain outlook and grain policies. 

Dr. Davis, in his Foreword, states that the issue of subsequent 
similar volumes will depend on the reception given to this book. 
It is very much to be hoped that this will become the first of a 
series; for the material that it contains is invaluable to many 
readers. He also asks for suggestions for future volumes. I have 
only two minor ones to make. First, an additional index by 
countries for the Statistical Appendix would be useful. Secondly, 
it is inconvenient, certainly for the British reader, to have the 
British Isles treated as one unit in the Appendix. The supply 
position differs for the United Kingdom and Eire, and the two 
countries are administered by different Governments; separate 
figures are desirable. 

Ruth Cohen 

Newnham College, 

Cambridge. 


University Education and Business. (Cambridge : University 
Press, 1945. Pp. viii -f 77. 2s. 6 d.) 

Just before the war the Cambridge University Appointments 
Board inquired into two questions — how well was the University 
equipping students who went into business, and were employers 
using such men as well as possible ? 

The inquiry is important, for 30% of Cambridge graduates 
went into business, rather less than half of them on the scientific 
and technical side. It is a pity that in this inquiry business 
was not defined and subdivided. The only classification is 
“ commerce ” and “ scientific ” — the latter largely chemists and 
engineers— though the more important distinction between 
administrative or technical jobs runs across these. The term 
“ commerce ” covers the City, administration in industry, or 
selling wine and spirits to one’s old friends — employments which 
would seem to require widely differing capacities. 

The evidence was compiled in three ways. Firms known to 
have employed Cambridge graduates were written to, and some- 
thing over a third gave a considered reply. Graduates who had 
gone into business over the past years were asked their opinions, 
and it may be significant that less than a fifth of these were 
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sufficiently interested to reply. Finally, an analysis was made 
of the first jobs taken by those who graduated in 1937 and 1938. 

From this last one can picture the men who go into commerce 
every year. Out of every hundred, four had a First Class Degree, 
though, rather surprisingly, twenty-one were Scholars or Exhibi- 
tioners. The fathers of forty had been in commerce themselves. 
Of the sixty-five who had taken a Tripos, thirty-three had switched 
Triposes. Seven had read only economics, though fifteen more 
had read economics and some other subject (most frequently 
Law). And on a rather arbitrary assessment of social and athletic 
activities the man who went into commerce was less distinguished 
than the future Civil Servant, ranked equally with the doctor and 
the schoolmaster, was more distinguished than the parson, 
soldier, or lawyer. Lowest were the scientists and engineers. 

Why did the Cambridge graduate become a business man? 
Many of the forty whose fathers were in commerce may have been 
destined from birth to carry on the family business. How many 
went into business because they felt they could not pass the Civil 
Service Examination ? How many went into business because 
they would be earning straightaway, because they did not want to 
teach, and could not afford the further years of being trained to 
become a doctor, a lawyer, or an architect ? How many decided 
to go into business early in their academic career, for how many was 
it an unpalatable choice reached towards the end of their time 
at Cambridge ? 

There can be little doubt that the prospect of good money is 
important, but what was the result ? What was the distribution 
of income ten or twenty years after leaving Cambridge for those 
in business (other than family business) as compared with Civil 
Service or the professions? All these fascinating questions 
may seem outside the sphere set down for this Committee, but 
greatly affect the conclusions reached. 

Under a planned economy, the incipient czar or tycoon in 
business is likely to be supplanted by someone more like a Civil 
Servant, and the contacts between the two groups will be closer ; 
but can the business 4% of Firsts cope with the Civil Service 
20 — 25% ? In any case, the future business man should be as 
well selected and as well trained as possible. The conclusion of the 
Report is that it would not be appropriate to create a School of 
Business Administration at Cambridge. The recent developments 
of the Industrial Staff College and of the proposed British 
Institute of Management both suggest that training for business 
men is better after some experience in business rather than as 
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part of a University course. But this does not make it less 
necessary that business should get its proper share of the best 
people — people who will be most successful and most happy 
in that sort of work. 

What is the work which the business man should do ? Even 
for the forty with fathers in commerce there was, I suspect, 
some mystery. For the rest, there seems to be no way of getting 
a clear picture of what the life of the business man is like. Econ- 
omists have not helped. The Marshallian conception of business 
men at work is likely rather to deceive. The business man is 
traditionally inarticulate, and even the Cambridge graduate 
after twenty years (hard or soft?) finds it difficult and embar- 
rassing to explain how he spends his day and justifies his supertax. 
It is suggested at various times in this Report that the potential 
candidate might spend some months, or perhaps a year, in business 
before making his choice and finishing his University training. 
As a background for the Economics Tripos such experience would 
be valuable, but it could rarely give any insight into the range of 
problems and personalities which can make business so fascinating. 

This Report should be read by those who teach economics. 
Only a third of those who went into co mm erce read any economics 
(excluding any who read for the ordinary Degree) . The arguments 
quoted in favour of a University education (in particular of a 
Cambridge education) are that it teaches one to think clearly and 
to see the difference between facts and opinion. But for the 
majority of commercial jobs economics can do this, and can add 
invaluable background as well. The business man will have to 
acquire some economic know-how sooner or later — why not at 
first ? And it would be fascinating to know the converse — what 
proportion of those who read economics went into business and 
what did the rest do ? The 1937-38 analysis could give an answer. 

Hugh Weeks 

Bournville Works. 


Beatrice Webb. By Mabgabet Cole. (London : Longmans, 
Green & Co., 1945. Pp. 197. 10s. 6 d.) 

This is a fascinating study of one of the most interesting 
personalities of her time. It is brief, eminently readable, and 
inspired both by critical humour and by the affection which 
Beatrice Webb could not fail to command from any worthy 
younger person who came into contact with her. It is not, 
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of course, either a definitive life of Beatrice Webb or a definitive 
aocount of the Webb partnership and its achievements. The 
time for either of these things, as Mrs. Cole points out, has not 
oome. Meanwhile, as a preparation for that, and on its own 
merits, what Mrs. Cole has written here deserves a hearty welcome. 

Different readers, according to their own previous contacts 
with the Webbs, will find special interest and gain fresh light 
at different points of Mrs. Cole’s narrative. One of the most 
interesting points to one reader at least is that emphasised at 
the beginning of Chapter VI, that when Beatrice married it was 
she who resigned her career — if only for a time — and not Sidney ; 
she joined his circle of Fabian friends ; he did not join her cirole, 
some of whom unreasonably cast her off. But later the balance 
was redressed; in the immense, delightful gathering of June 
1937 at Passfield noted on p. 183, Sidney appeared to have joined 
her family of innumerable Potter descendants; his own family 
was hardly in evidence at all. 

Another interesting point well brought out by Mrs. Cole 
is Beatrice Webb’s original dislike of the Soviet system. This 
made her later conversion to it all the more striking proof of her 
ageless freshness of mind. The conversion was made easier 
by the fact that her early objection to the Soviet system had been 
based on economic rather than on political grounds. 

Yet another characteristic — of both partners — which must 
not be omitted in any account of either is magnanimity. The 
Webbs, as Mrs. Cole says, forgave completely the rather ill- 
natured, though amusing, picture of them in The New Machiavelli ; 
I remember myself a walk with Beatrice round Beachy Head, 
at the time of the founding of the New Statesman, in which she 
dwelt with perfect good humour on H. G. Wells’ description of 
her as “lacking in muliebrity.” The Webbs forgave also all 
the hard things which the young Fabians, become Guild Socialists, 
said of them in the years after the First World War ; Mrs. Cole’s 
account of this is naturally peculiarly interesting and personal. 

One thing demonstrated by this book is that the definitive 
study, when it comes, must deal with both partners together. 
Again and again, Mrs. Cole in writing of Beatrice has to break off 
to say that in what she is describing at the time — whether London 
Government, or the London School of Economics, or the Labour 
Government — it was Sidney rather than Beatrice who was the 
active partner. And when the story comes to something in which 
Beatrice was in the forefront — the Poor Law Commission of 
1906-9 — and did things whioh only a Commissioner could do, 
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Sidney was there as well. As Mrs. Cole succinctly puts it, the 
Minority Report of the Commission “ which she sponsored 
and Sidney wrote in the country house of Sir Julius Wemher, 
although it had only four signatures, takes rank as one of the great 
State papers of the century.” 

Sidney and Beatrice Webb cannot be divided in biography, 
as they were not divided in life. Yet the human interest of 
their biography will lie largely in distinguishing their comple- 
mentary gifts and characters. As one contribution to this future 
study of characters, I may recount my own first experience of the 
“ joint interview ” by the Webbs (which I did not find quite as 
devastating as Mrs. Cole describes it on p. 59). I was bidden to 
luncheon, at 41 Grosvenor Road, in my middle twenties, to talk 
about unemployment, and I made a remark about unemployment. 
Beatrice burst out into an eloquent harangue, refuting, flattening 
out and burying what I had said. At the end of it, to my aston- 
ished comfort, I heard Sidney piping out from his end of the table, 
“ You are right in everything that you say, my dear, but there is 
just this in what Mr. Beveridge says ” ; there followed a masterly 
development of what I had tried to say, which Beatrice, of course, 
accepted — from Sidney. I believe that in that story lies perhaps 
one of the secrets of their joint achievement. She had a creative, 
positive, enthusiastic mind rather than a receptive one; he, 
while creative in his own way, was inexhaustibly receptive; 
unfamiliar ideaB after her marriage found entry to her mind 
most easily after pre-digestion by Sidney. 

The final Btudy of the Webb partnership, both as one of 
the great forces in recent British history and as a dramatic 
combination of two fine human beings, has still to be made. 
When it comes to be made, it will be fuller and truer, on account 
of the vivid sketch presented by Mrs. Cole in this volume. 

W. H. Beveridge 

Chathill. 


The Development of the Soviet Economic System. By Alexander 
Baykov. The National Institute of Economic and Social 
Research : Economic and Social Studies No. V. (Cambridge ; 
University Press, 1946. Pp. xv + 514. 30s.) 

At the end of this book, which covers the period from the 
Revolution to the outbreak of war between Russia and Germany, 
is a most valuable bibliography extending over fourteen pages. 
Dr. Baykov explains that it is a selection from the sources he has 
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consulted, intended as a guide for readers who wish to go more 
deeply into questions on which he touches only in general terms. 
Only literature published in the U.S.S.R. has been included, 
and Dr. Baykov maintains that Soviet statistical and other sources 
can be used to analyse the economic development of the U.S.S.R. 
with the same confidence as similar sources elsewhere. I agree 
that they are the only evidence on which any reliance can be 
placed ; but would add the qualification that since the beginning 
of the Third Five-Year Plan very little information has been 
published in the form of official statistics, and that isolated figures 
in the Soviet Press are often hard to interpret exactly, even when 
authoritative. More important, however, is that to write this 
book Dr. Baykov has read through an impressive library of original 
source material in Russian, and so added to a native understanding 
of his country’s problems a depth of learning that few other 
workers in this field can begin to rival. His book is likely to remain 
a standard work on its subject for some time; and research 
workers will be grateful both for the mass of information which it 
contains, and for the wisdom and fairness of the explanatory 
comments. 

This does not mean that the book is easy to read, for it is 
not. No doubt the author was faced with a difficult choioe. 
Having read and digested his sources, he could either publish a 
series of monographs, each of which would contain all the relevant 
material and still have room for an exposition long enough to 
balance the facts and breathe life into them ; or he could write a 
general work, whose life and value would be in the development 
of a few main theses, and from which all facts not required for 
this purpose would be rigidly excluded. Dr. Baykov chose the 
general work, and promised in his preface that only those facts 
would be mentioned which must be known in order to understand 
the present-day system and its problems. When it came to the 
point, however, he did not steel himself sufficiently against other 
facts that pleaded for inclusion. For the ordinary reader the 
book contains too much information and too little exposition, 
too much of Dr. Baykov’s knowledge and too little of his wide 
understanding of Russian life, too little yeast and too much 
dough. 

Dr. Baykov might have found it easier to select and order 
his material if he had come down less heavily in favour of an his- 
torical rather than an economio approach. It is difficult to quarrel 
with the decision to split up the book by periods rather than by 
subjects, because the dividing lines between the periods — the 
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introduction of the N.E.P., the promulgation of the First Five- 
Year Plan, and the abolition of rationing — are so dearly 
marked. While policies changed, however, the fundamental 
problems with which the Soviet Government were grappling 
did not : how to build up industry at a time when there was an 
acute shortage of skilled labour and managerial staff, and when the 
loyalty of the managerial class to the Government was suspect ; 
how to give priority to heavy industry when the standard of living 
was extremely low ; how to introduce large-scale fanning while 
retaining the support of the poorer peasants; how to maintain 
the exchange of goods for produce between town and country; 
and how to enforce labour discipline and provide adequate 
incentives to work under a socialist economy. These problems 
and their interactions dominate and provide the clue to the changes 
in Soviet policy since the Revolution. Dr. Baykov by no means 
neglects them, but he does not sufficiently emphasise them; 
and it is partly this failure that has made what ought to be an 
exciting story dull. In general, he does not seem to have thought 
out deeply or imaginatively enough to what topics priority should 
be given when describing a planned economy. No justification 
is thought necessary for devoting a fifth of his space to chapters 
entitled “ Public Finance, Credit and Money ” ; but he hardly 
mentions the work done by the Commissariats of Finance and State 
Control on comparative cost accounting, which is essential if the 
general level of efficiency in industry is to be raised to that of the 
best enterprises. There is, however, a good final chapter on plan- 
ning, in which the contrast between it and business forecasting 
is effectively stressed, and the impossibility is pointed out of 
planning in detail until machinery exists for obtaining regular 
detailed information on which plans can be based. 

It would not be right if this review were to leave an unfavour- 
able impression of Dr. Baykov’s book. It is required reading 
for specialists in Soviet economics, and others interested in the 
subject will find in it much information that is not readily available 
elsewhere. They must be prepared, however, to work hard at 
digesting this for themselves; for, helpful though the author’s 
expository comments almost invariably are, they are not suffici- 
ently unified by a firm grasp of the chief economic factors involved 
to be fully enlightening. 


London. 


C. H. P. Gotoed 
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Aquinas and Modem Practice* of Interest Taking. By John P. 

Kelly. With an Introduction by Coun Clark. (Brisbane : 

Aquinas Press, 1946. Pp. 78.) 

This is an appetising morsel. Mr. Kelly sets out the canonical 
view of interest with remarkable clarity and an eye on modem 
problems; Mr. Colin Clark in an Introduction relates these tenets 
to Keynesian theory and to his own misgivings concerning the 
burden of National Debts, and, in fine, gives his imprimatur to 
the Church doctrine. The brochure is timely and interesting, and 
may be recommended to economists who are faced to-day with the 
duty of turning these fundamental questions over in their minds 
once again. 

It may be that we are living through the twilight of interest — 
anyhow, in the richer countries. But this does not justify us 
in letting our intellectual insight into the subject be dimmed. 
Economists have been in the habit of charging the medievalists 
and their post-reformation successors with great confusion on this 
topic, and Mr. Kelly does not convince me that the charge has 
been incorrect. And I have to record that according to my 
understanding even Mr. Colin dark nods. 

The economic doctrine is that, if waiting is a scarce factor, a 
price should be -charged for it to secure its optimum use. It 
may be that waiting will soon no longer be a scarce factor, in the 
sense that enough waiting will be forthcoming at zero interest to 
satisfy all demands arising at zero interest. We should thus 
have reached potentially the condition described by Mr. P. P. 
Bamsey as “ Bliss ” much sooner than he anticipated, dispensing 
with the asymptotic approach, which is required by theory but 
disappears when our line of advance is not a one-dimensional line 
but a path broadened by uncertainty. It may be that we have 
so far been held back from Bliss not by an insufficient propensity 
to save, but by the forces described by Lord Keynes, and 
that some interference by a central authority will be necessary 
to overcome those forces. Some may welcome ecclesiastical 
assistance in the task of converting public opinion to the 
desirability of such interference. It may even be that the 
historian of wide scope will find on looking back that it is the 
general rule for waiting to be a free good and that it is only 
exceptionally a scarce factor. The period from a.d. 1600 to 2000 
may seem to him quite an abnormal one owing to an unusual 
combination of progress and poverty. 

But it is to be feared that all those happy things will not come 
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about if w© accept the confused teachings of S. Thomas and 
Mr. Kelly. Certain awkward adjustments will be necessary if 
gilt-edged interest is to stand at zero, and the canonical confusions 
obscure that necessity. 

First there is the distinction between fungible and other 
goods. S. Thomas, we are told, makes tangibility essential to the 
idea and wrongfulness of interest. An article is fungible when the 
borrower uses it up and repays not the identical article but one 
indistinguishable from it. Money ranks as a fungible good. 
Where the identical good is returned a charge may legitimately 
be exacted for its use during the interval. (It is the fact that the 
fungible good, because consumed outright by the borrower, could 
not have been used in the interval that, according to S. Thomas, 
makes the interest charge illegitimate.) ThuB we are allowed 
to charge for the bare use (in addition, it is implied, to wear 
and tear and depreciation) of land, a house, etc. Mr. Colin 
Clark himself says that “ there is no objection to the receipt of 
rent or hire for the use of houses, land, motor-cars, ships, live 
stock, etc.” The distinction is fallacious and the corollary quite 
impractical. It is impossible to have values existing side by side, 
the hire of some of which may be paid for, while pay for the hire 
of others is not allowed. This was why the prohibition of interest 
was constantly tending to break down. If we did seek to establish 
zero interest, not precariously as in the middle ages, but on a 
firm foundation, no practical difficulty would arise with houses. 
Building-rents would cover depreciation and risk of obsolescence 
and nothing more ; there would be no payment for mere use. But 
where, as in the case of land, addition to supply is impossible, 
scarcity rents will remain, and with interest at zero, the capital 
value of land would become infinite. This is an awkward problem. 
We must not be lulled by Mr. Clark’s “ there is no objection.” If 
land has a finite value, can be hired out for rent for a period and 
returned intact at the end, then it will not be logical or possible 
to prevent a similar hiring out of money at a rent. The distinction 
based on tangibility is mere nonsense. In Feudal England all 
land was vested in the Crown and commercial dealing was not 
allowed. That was a logical corollary of the prohibition of 
interest. To buy land for a finite price is indistinguishable from 
usury. 

A similar fallacy is contained in the doctrine of extrinsic 
titles* arising from lucrum cessans and damnum emergens . If the 
lender could show bona fide that he could have used the money 
for a profitable investment, e,g., for sowing wheat, then he was 
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entitled to charge compensation — in fact, interest. This doctrine 
was naturally very attractive to the Jesuits, when capitalism was 
growing fast, if we believe Pascal’s view that their main object 
was to condone rather than correct irregularities. In fact, of 
course, if interest is sinful, it is equally sinful to make a profit 
out of sowing wheat over and above a refund of the outlay, a 
risk payment and a reward of management. And if a state of 
zero interest were made effective in our society, the price of wheat 
would move to a level at which no such additional profit was 
obtainable. No case of lucrum cessans or damnum emergens 
would arise. 

A quotation from Fr. Dempsey on page 69 seems to suggest 
that if waiting is indeed a scarce factor, the title to damnum 
emergens will arise in every proper case of lending. This is quite 
a logical view. But Mr. Kelly caps the quotation by saying that 
it clearly does not apply in the case of credit creation. And this 
is the last confusion, from which S. Thomas and the Jesuits must 
be exonerated, to which I wish to draw attention. If waiting is 
not a scarce factor, interest payments on lending without risk are 
not justified in any case. If waiting is scarce, they are no less 
justified in the cases of so-called “ credit creation ” or of lending 
to the Government than in the other cases. 

Mr. Clark surely goes rather far when he suggests that modern 
investigations show that the rate of interest is without influence 
either on the demand or the supply of capital (p. x). He also 
argues that when there is no more interest on Government loans, 
there will be no more Government borrowing. All future public 
works must be met out of taxation. How then is excess saving 
to be prevented from causing unemployment ? Mr. Colin Clark 
implies without stating that the propensity to save is such as 
exactly to balance capital requirements at zero interest. But 
that would be an astonishing coincidence. If the propensity to 
save were less, then we must have some interest to limit demand. 
If the propensity were greater, then at zero interest there would be 
excess saving; some means must be found for preventing its 
causing unemployment and the simplest would be for the Govern- 
ment to raise its expenditure above the proceeds of taxation, 
filling the gap by non-interest-bearing paper. 

R. F. Harrod 

Christ Churchy 
Oxford . 
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NOTES AND MEMORANDA 

Fiscal Policy and the Propensity to Consume — A Note 

Whilst the columns of the Economic Journal are not the 
right place for a discussion on ethics, I must venture an ethical 
Note on Mr. R. S. Williams’ article bearing the above title in the 
issue of December 1945. 

In deciding that a “ soak-the-rich ” fiscal policy would increase 
the overall propensity to consume, Mr. Williams is probably 
right. But in proposing that heavier taxation should be imposed 
on those in the higher-income brackets in the cause of full employ- 
ment, he is surely advocating a course of Government action 
with moral implications that ought to be considered on their own 
merits. I do not suggest that any system of taxation is ever 
completely logical in its distribution of the burden between 
various ranges of income. Whilst there is a general acceptance 
of the justice of progression, the actual extent of this must neces- 
sarily be somewhat arbitrary. Though the test of ability is not 
precisely quantitative, it is at least impartial, in that its justi- 
fication is not based on the idea that income classes may be 
characterised by specific habits which in fact .vary from person 
to person. It seems to me clearly wrong to take these habits 
into account. It involves making every higher-income-class tax- 
payer bear more tax merely because he falls in a class which as a 
whole has the inconvenient habit of not spending enough, irre- 
spective of whether he shares that habit. 

If it is excessive saving which is anti-social (however inno- 
cently undertaken), then it might be legitimate to discourage the 
hoarding of cash-balances by direct action (by negative interest 
or other means proposed by theorists), but it is wrong to tax all 
high-income individuals indiscriminately when possibly some of 
them are doing the decent thing and living up to or beyond their 
incomes. I should have taken no objection to Mr. Williams’ 
article if he had mentioned, however casually, the ethical aspect 
of his proposals; but he is, I think, guilty of an inexcusable 
indifference to this. Nowhere does he refer to the possibility of 
some principles of justice — however rough and ready — having 
any connection with taxation. In this omission he is not alone 
amongst those active in the discussion of Government policy; 
and it is for that reason that I venture these comments on the 
need for the continual reference of all problems in applied economics 
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to a background of absolute values, even though those absolutes 
can receive only relative recognition in any practical proposals 
concerning taxation, wages, prices, and so on. 

The same comments apply to his suggestion of extending 
social security benefits for the sake of regulation of savings and 
the cause of full employment. Again, the scale of these transfers 
from high to low should be a matter for consideration on its 
merits. The State from time to time makes changes in the things 
it regards as fundamental in the structure of the national economy. 
There was a time when the structure of income distribution was 
regarded as sacrosanct — it was assumed to be the just and proper 
expression of the workings of the hidden hand which mysteriously 
saw to it that every man received his due. But even when this 
was the generally accepted view, it was nevertheless thought 
proper to have progressive taxation. Though the philosophical 
background to this acceptance of progression is obscure, it was 
once not thought right to employ the machinery of the State 
taxing system to transfer income from richer to poorer. I do 
not propose to define the stage at which a system of taxation 
becomes redistributive as distinct from merely progressive. It is 
sufficient to note that in this country, as in many others, redis- 
tribution is now accepted as proper. No longer is it the official 
view that the existing distribution of incomes is “ right ” (prob- 
ably that never was the popular view). This presumably means 
that we retain the system of distribution (which we may think of, 
roughly speaking, as a private-enterprise method of determining 
gross incomes) very largely as a matter of expediency. We do 
not do the “ scientific ” thing and have an individual’s whole 
income paid to him by the State (when direct taxes might be 
abolished) and determined on the merits of the case by State 
officers. We do not do this because — at the moment, at least — 
it does not seem a very safe thing to do. So we take the income 
structure partly for granted and make some adjustments as an 
afterthought — adjustments which are not fully logically defensible, 
but which most people (though perhaps largely those in the 
lower brackets) feel to be in the direction of justice. 

If, through the State machine, we manage our affairs like 
this — by having some broad principles of justice and modifying 
the given circumstances towards justice whilst stopping short of 
taking the larger step of actually changing the system — then we 
must exclude such a policy as is proposed by Mr. Williams (and 
others). Mr. Williams is making such a challenge to gross income 
distribution as to involve an assumption that the private-enter- 
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prise distribution of incomes has no validity at all. (“It is 
probable that if the entire $20 billion were collected from higher- 
income brackets a ceiling would be set on incomes having a rela- 
tively small volume of savings.”) If one accepts this gross dis- 
tribution, even in our British spirit of compromise — illogical 
though that might be to a degree — one is debarred from making 
sweeping adjustments to tax rates levied at various levels of income 
on considerations other than those of social justice as between 
the income recipients. I do not think one can exclude fiscal 
policy from the armoury of full-employment tools — probably it 
is the most important weapon. But its use should be in terms 
of totals — of taking some taxation off all-round, or putting some 
on all-round, without regard to what might expediently (but 
unjustly) be done, as between various classes, with the aggregate 
adjustment arising from employment policy. Obviously, such a 
use of fiscal policy must affect various classes differently — that 
is unavoidable. My point is that it is wrong to aim at affecting 
various classes differently. 

If Mr. Williams thinks that the private-enterprise system will 
not secure full employment if it is bound by my austere principles 
of handling fiscal policy in aggregates as regards the taxpayers, 
then he is really saying that private enterprise should be swept 
away. I am not sure that I could draw a precise line between 
the tampering we do with the primary income flows emerging 
from the private-enterprise structure, on the one hand, and, on 
the other, its complete undermining by a financial pooling scheme 
which would retain privacy of property and enterprise as no 
more than a legal fiction. However, 1 do feel sure that our 
existing policy lies largely on the old-fashioned side of this line, 
and that Mr. Williams’ suggestions lie on the revolutionary side. 
But let us be honest if we are to have any revolutions, and let 
them appear in the distribution of gross incomes, and not merely 
in that of net incomes. If we must take a major step instead of 
continuing our modifications, let us avoid stealing of the proposed 
kind by abolishing the property rights concerned — for presumably 
they are obsolete. The major step can be avoided only if the fiscal 
weapon can conquer the employment problem without degenerating 
into discrimination of the kind proposed by Mr. Williams. 

Apart from these ethical considerations, one wonders how 
safe it is, in discussing methods of influencing the propensity to 
consume, to ignore the consequential effects of very steep pro- 
gression on the propensity to invest. 

London. Harry Norris 
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The Coalfields of Britain 

Report of the Scottish Coalfields Committee. Cmd. 6676, 1944. 
Ministry of Fuel and Power Regional Survey Reports : (1) 
North Midland Coalfield. (2) Kent Coalfield. (3) Durham 
Coalfield. (4) The Coalfields of the Midland Region. (5) 
Northumberland and Cumberland Coalfields. (6) North- 
eastern Coalfield. (7) North-western Coalfields. (8) South 
Wales Coalfield. H.M. Stationery Office. London, 1946-46. 

The Regional Survey Committees were appointed in 1944 
to consider the present and future prospects of the various coal- 
fields and to report (a) what measures, apart from questions of 
ownership, forms of control and financial structure of the industry, 
should be taken to enable the fullest use to be made of existing 
and potential resources of the coalfields, and (6) what provision 
of housing and other services will be required for the welfare of 
the mining community. The Scottish Coalfields Committee 
was appointed in 1942 by the Secretary of State for Scotland, 
with similar terms of reference, but was not debarred from con- 
sidering the question of ownership, forms of control, and financial 
structure. 

A large part of these Reports is given up to geological descrip- 
tion of the coalfields. It would appear to the layman that the 
basis upon which coal reserves have been estimated varies from 
one Report to another, and that the resulting estimates should 
be handled with care ; also, that knowledge of coal reserves 
outside those areas which are being actively exploited at the pre- 
sent time is very sketchy indeed. It follows that, especially in 
view of our ignorance of future technical developments in mining, 
the Committees’ estimates of future outputs, the life of pits, 
and the locational trend of future development should be treated 
as intelligent guesses rather than confident prophecies. 

Nevertheless it is extremely important to the future planning 
of the industry that such an effort should be made to peer into the 
future so far as present knowledge allows. Generally speaking, 
the Committees have done a first-rate job, and each Report is 
packed with detailed information concerning the coal resources, 
mines, housing and welfare facilities, etc., of the coalfields. With 
each Report is an excellent series of maps which illustrate and 
illuminate the text. To the economist, the most interesting feat- 
ures of the Reports are the pointers given to the future location 
of the industry and the impressions given of its future output 
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possibilities. The following summarises the chief conclusions 
of the Committees under this head — the figures in parentheses 
indicating respectively the 1638 and 1944 outputs of the areas 
in question. 1 

Scotland (30-3 million tons; 23*3 million tons). A steady 
decline in the output of the Central area (13*0 million tons; 
9*7 million tons) to 8*4 million tons in 1975 is envisaged. In 
Fife and Clackmannan (8*2 million tons; 6*2 million tons) the 
pre-war output should be maintained, and even substantially 
increased to about 12| million tons by 1975, if acoount is taken of 
projected developments. The Lothians area (4*4 million tons; 
3*7 million tons) has enormous reserves, and constitutes one of the 
richest fields in Scotland. Existing pits should expand production 
to 6 million tons by 1965 and to 1\ million tons with further 
development. The Ayr and Dumfries (4*5 million tons; 3*7 
million tons) field is approaching exhaustion and no large- 
scale development can be expected, but with further small sink- 
ings output should exceed 6 million tons by 1965. Assuming 
that sufficient labour is available the Report concludes that out- 
put from existing pits in Scotland should be only about 3 million 
tons short of the 1938 figure by (circa) 1970, and should exceed 
the 1938 figure by 2 million tons if modest expectations of further 
development are realised. 

Durham (31*4 milli on tons; 23*2 million tons). Reserves of 
coking coal in West Durham will be substantially exhausted 
in the next fifty to seventy years. No estimates of future out- 
put are given, but few new sinkings can be expected, and the 
probability seems to be that output will continue to decline. 

Lancashire and Cheshire (14*3 million tons ; 10*8 million tons). 
During the next fifty years about fifty pits, involving over half 
the men at present employed, will close owing to exhaustion. 
New sinkings are not likely to be economic propositions over 
most of the coalfield, and unless capital is provided on very 
favourable terms, the output of the coalfield will decline very 
rapidly. 

Northumberland (13*3 million tons ; 10*2 million tons). Assum- 
ing that the pre-war volume of man-power is available, and taking 
account of probable technical advances and developments 
already planned, output should exceed 15 million tons in 1960, 
declining thereafter to approximately the 1938 output in 1980. 

Yorkshire (43*2 million tons; 36*5 million tons). By a.d. 
2000 about six collieries only are likely to cease work owing to 

1 The output figures given are not strictly comparable as between districts. 
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exhaustion. Assuming that the necessary labour is available, 
output from existing collieries should exceed the 1938 output 
by 13*6 million tons annually over the period 1950-2000. 

North Midlands (32*1 million tons; 35-7 million tons) — 
Notts (15*4 million tons; 15*9 million tons), North Derby (13*0 
million tons; 13-8 million tons), Leicester (2-9 million tons; 
4*5 million tons), and South Derby (0*8 million tons; 1*5 million 
tons). In Notts and North Derby several pits now producing 
about 3*3 million tons in the aggregate will probably close through 
exhaustion by the end of the twentieth century. No closures 
through exhaustion or any serious diminution of output for this 
reason are expected in Leicester or South Derby. These prospec- 
tive losses should be easily counterbalanced by new developments 
(mainly at existing collieries) either definitely planned or in process 
of being carried out. With increased man-power , but without 
advances in technique, output from existing shafts could be 
increased probably by 25%, and possibly by 50%. 

Midland Region (19*4 million tons; 15*8 million tons) — i.e., 
North Staffs (6-9 million tons; 5-7 million tons), Cannock Chase 
(5*0 million tons ; 4*2 million tons), Warwick (5*5 million tons ; 
4*4 million tons), South Staff's (1*4 million tons ; 1*0 million tons), 
and Shropshire (0*7 million tons; 0-5 million tons). Assuming 
additional man-power or increased productivity per man-shift, 
output from present proved areas in the Midland region should 
reach a peak of 24*7 million tons by 1974, thereafter declining 
to the 1938 output by 2044. The increased output is expected 
to come mainly from Warwick and North Staff's. 

Kent (1*7 million tons; 1*3 million tons). Total output from 
planned development of existing collieries is expected to rise 
to 4 million tons per annum. 

North Wales (2*7 million tons; 2*0 million tons). Pre-war 
output should be restored when additional man-power becomes 
available. Further increases are possible with additional capital 
expenditure and development. 

Cumberland (1*6 millio n tons; 1*0 million tons). Taking 
account of expected development and assuming present avail- 
ability of man-power, output should rise to 2*6 million tons 
by 1960, remaining fairly stable thereafter until 1980. 

South Wales (37*6 million tons; 25*1 million tons). Assuayng 
favourable trade conditions, and including estimates of production 
from new developments definitely planned and from closed mines 
capable of reopening, output should reach 41*3 million tons 
in 1949, 46*3 million tons in 1964, 36*7 million tons in 1974, 
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and 13*8 million tons in 2044. These estimates are based on the 
further assumption that the same man-power is available as in 
1938. The expansion in putput should be fairly evenly spread 
geographically, but after 1994 the decline will probably be most 
serious and rapid in the Eastern and Western valleys of Mon- 
mouthshire. 

Making a rough guess on the basis of these estimates, it would 
appear that coal output in Great Britain over the next thirty 
years may exceed the 1938 output by 20 to 35 million tons. How 
much reliance should be placed on these figures? Estimates 
projected more than fifty years ahead are obviously most unreli- 
able, but the expectations of the experts as to what is likely to 
happen during the next thirty years have to be seriously 
considered. 

Generally speaking, it has been assumed that the 1938 volume 
of man-power would be available, or (in at least one important 
case) that an increase in the 1938 labour force would be forth- 
coming, failing a substantial rise in output per man-shift. These 
outputs could be raised from coal areas already proved and being 
exploited, either from existing pits or from new development work 
which in most cases appears to have been definitely planned. 
In short, these Reports tells us what is physically possible from 
existing pits and from new development planned for the near 
future. This is valuable data to possess, and however sceptical 
we may feel about the possibility of the industry ever again attract- 
ing its 1938 volume of man-power, one must admit, on the other 
hand, that little account has been taken on the whole of probable 
technical developments which may lead to a substantial raising* 
of output per man-shift. 

The present writer nevertheless feels very doubtful about the 
possibility of the 1938 output being reached, much less exceeded, 
during the next thirty years. Let us take the South Wales 
Report for example. 1 We are told on page 60 that the majority 
of existing collieries employing more than 250 men have been in 
production for forty years or more, and some as long as 100 years. 
Only eleven out of 155 mines of this size have been opened -in the 

1 It is not suggested that what follows is typical of all the Reports. Some 
carry a heavy implication that consideration of economic faotors has induced 
considerable caution in estimating future outputs. In spite of what follows, 
the South Wales Report is from many points of view the beet of the series. It 
contains a mass of detailed and well-arranged information which has not formerly 
been available. It is impossible to convey any accurate idea of the scope of this 
Report in a short note. It covers 218 pages and includes seven appendices 
seventy-two statistical tables, eighteen diagrams and seven maps. 



1946 ] 


THE COALFIELDS OF BRITAIN 


323 


last twenty-five years. The Report continues : “ Although most 
of the older collieries still have considerable working reserves 
of workable coal, it is found that in many of these the more pro- 
ductive seams have been largely exploited in the past. . . . 
Unless [there is considerable technical development] there is a 
real danger that the increasing difficulties will render many of 
the older collieries unworkable economically in the fairly near 
future.” On page 114 we read that M no serious problem on 
account of a decrease in mining activity in any part of the coal- 
field should be encountered during the next 50 years, unless in 
certain areas the cost of production becomes so excessive as to 
make what now appears to be a workable reserve uneconomic.” 

These extracts call attention to a serious defect of many of the 
Reports. Little attempt has been made to relate estimated 
future outputs to probable market conditions and costs of pro- 
duction. Yet this is something which might surely have been 
attempted for the fairly near future. The results could hardly 
have been more conjectural than estimates of future output, 
in the light of purely physical conditions, for the year 2044. 
This defect is particularly serious in the case of South Wales. 
Output per man-shift in this district for 1944 was the lowest of 
any major coalfield. The average cost per ton was 43s. 4 d., 
whilst average proceeds of sale were 36s. 6 d . — the difference 
being more than made good by subsidies payable through the 
Coal Charges Account. As conditions return to normal, any ex- 
pansion in output will have to be disposed of in foreign markets. 
Even making allowances for a possible (but by no means certain) 
fall in costs as output expands, it is highly improbable that large 
additional tonnages of South Wales coal will find markets without 
heavy subsidisation. It is impossible to guess how the proposed 
National Coal Board will handle this problem. Very probably 
output will be increasingly concentrated on the best pits, which 
will be extensively reconstructed and modernised. This may 
permit economic production, but will not permit the planned 
outputs of the Regional Survey Committee to be reached, since 
these estimates have been based on the reserves and capacity 
of all existing pits plus new developments. 

Press notices of these Reports have unfortunately given the 
impression that, considered as a whole, everything is well with the 
British Coal Industry, and that considerable expansion is just 
around the comer. In fact, all that the Reports tell us is that 
sufficient reserves are available to permit such expansion. Studied 
carefully and considered in the light of All available information, 



324 


THE ECONOMIC JOURNAL 


[JUNE 


they set the measure of the immense task before the National 
Coal Board. Unless imm ediate steps are taken to attract man- 
power, to speed up technical developments on a most ambitious 
scale, and to explore the development possibilities of present 
unproved coal reserves, the industry will probably continue to 
decline. 

The Reports give a fairly clear indication of the future loca- 
tional trend of the industry — away from the older areas of Durham, 
Lancashire, Lanarkshire (and South Wales?), and towards the 
East Midlands of England, and Fife and the Lothians in Scotland. 
In the long run this may enable the Coal Board to free itself 
to some extent from the legacy of the past. But apart from labour 
difficulties, the immediate prospect before the Board is not 
bright. These Reports make it clear that new capital invest- 
ment in the industry may show disappointing results in some 
areas, as seams get thinner and the quality of the coal deteriorates. 

These Regional Surveys would have been more valuable if 
greater uniformity had been observed in the presentation of 
material. The assumptions on which estimates of future outputs 
are based vary from one Report to another, whilst some Reports 
make no estimate. Only a few of the Reports give facts and figures 
relating to the age, depth and expected future life of pits, and 
average distances from shaft-bottom to coal-face. On all these 
subjects we still lack comprehensive information. The latter 
is particularly important at the present time, in view of the 
necessity to raise productivity at the face. In Northumberland 
it is estimated that the equivalent of 1,700 man-shifts per day 
are lost in walking time to the coal-face. In Durham man- 
riding facilities are provided for only 12% of the face-workers, 
although 55% of the coal is obtained from faces over 1 mile from 
the shaft-bottom. In Lancashire walking time to the face 
frequently exceeds thirty minutes, with the return journey 
taking roughly the same time. In South Wales (surprisingly 
enough) 61*8% of face-workers are employed within 1 mile 
of the shaft, and only 3*8% are employed over 2 miles away. 
Roughly the same percentages of total output are won at these 
distances. Man-riding facilities are available to only 26% of all 
face-workers, but the great majority of those employed over 
l£ miles from the shaft are provided with such facilities. 

All this underlines the urgent necessity for reorganisation 
of underground haulage to which the Reid Committee has already 
called attention. Several of the Regional Survey Committees 
urge that mechanisation in all its aspects should be speeded up. 



1946 ] 


OBITUARY : EDWIN WALTER KEMMERER 


325 


and both the Scottish and Midland Committees stress the need 
for further unification. 

On the subject of housing, these Reports substantiate a great 
deal of what is generally known concerning the deplorable living 
conditions in most mining areas. It is noteworthy that the ex- 
ceptions to this are almost all to be found in recently developed 
areas. Nearly all the Committees emphasise the undesirability 
of segregating miners and their families in small mining com- 
munities. The South Wales Committee are of opinion that 
travelling distances to work are often excessive, many miners 
passing one or more oollieries to work at another. In thiB and 
other connections the National Coal Board might well investigate 
the possibilities of some redistribution of the present labour force. 

Nothing is more important to an understanding of the coal 
industry than an appreciation of its variability. Despite their 
preoccupation with the purely physical aspects of mining and a 
distinct unevenness of quality between them, a careful perusal 
of these Reports could hardly fail to clear up many prevalent 
misconceptions concerning the magnitude and nature of the coal 
problem. 

A. Beaoham 

Aberystwyth. 


OBITUARY 

Edwin Walter Kemmerer 
1875-1945 

The death took place at Princeton, New Jersey, on December 
16, at the age of seventy, of Professor Edwin Walter Kemmerer, 
who was Professor at that great University for the long period of 
thirty-one years, a prolific writer on finance and currency, and one- 
time financial adviser to twelve countries. Because of his many 
missions to foreign countries, starting in 1903 with a visit to the 
Philippines, he became known as “ the money doctor.” 

He was bom in Scranton, Pennsylvania, on June 29, 1875, 
and graduated from Wesleyan University in 1899, working his 
way through that University. He won a fellowship for graduate 
study in economics and finance at Cornell University, where he 
took his doctorate of philosophy in 1903 with a thesis on money 
and prices. His thesis was an outstanding piece of work, and 
marked the beginning of his career in economics. He taught at 
Purdue University for two yean before going in 1903 to the 
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Philippines. Returning to the U.S.A., he was, from 1906 to 1912, 
assistant Professor of Eoonomics and Finance at Cornell. In 
1912 Kemmerer was appointed Professor of Economics and 
Finance at Princeton. He occupied the Chair for sixteen years, 
until he was elevated to the Walker Chair in International Finance 
in 1928, and at the same time made Director of the International 
Finance Section of the University. He retired in July 1943, but 
continued to devote himself with even greater energy than before 
as an out-and-out exponent of the classic Gold Standard, until 
last year his heart gave out. It was not possible for a man of 
Kemmerer’s disposition to rest when he believed that the maturity 
school of economists (which included Hansen and Samuelson of 
Harvard and others throughout the great and friendly Republic) 
were having it all their own way. He criticised in severe terms 
the Bretton Woods proposals and everything that departed from 
what he regarded as the orthodox gold standard. To this a 
reference will be made later. It will suffice to say here that his 
strength was overtaxed, with the inevitable result that he passed 
away suddenly just three months after the onset of illness in 
September. 

It was as a financial consultant that Kemmerer won his spurs 
as an international economist. He had no small share in re- 
constructing the currency systems of the Philippines, Mexico, 
Guatemala, Colombia (twice), the Union of S. Africa, Chile, 
Poland, Ecuador, Bolivia, Peru, China, and Turkey. He called 
himself a diagnostician rather than an attending physician, 
and a good diagnostician he was. His practice was to analyse 
difficulties, to devise a list of remedies, and then to leave the 
patient, usually a sick and troubled country, to go on from there. 
As in his reports on Poland and on Colombia, he would close an 
investigation by submitting legislation all drawn up and ready to 
be passed by the legislature of the country in question. When a 
country applied to the Department of State and the Treasury in 
Washington for an expert, Kemmerer was the man usually 
designated. In 1917 he was financial adviser to the Government 
of Mexico, and in 1919 to the Government of Guatemala. He was 
Chairman of the Commission of American Financial Advisers on 
Colombia in 1923, and of the two members — the other was Dr. 
Vissering, Governor of the Bank of the Netherlands — of the Gold 
Standard Enquiry Commission for the Union of South Africa 
1924-25,; expert on currency and banking to the Dawes Committee 
1925; Chairman of the American Commission of Financial 
Advisers to Poland 1926, to Ecuador 1926-27, to Bolivia 1927, to 
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China 1929, to Colombia 1930, to Peru 1931, and to Turkey 1934. 
Several of these countries decorated him for his work. It was 
when on one of these surveys that he and his family had a narrow 
escape. They were aboard the boat ViUa Franca in the Alta 
Parana River in Paraguay when the petrol on board exploded. 
Sixty lives were lost. The Kemmerers jumped overboard and 
swam to shore. They were among the few survivors. 

The best known of Kemmerer’s fourteen books are perhaps 
Modern Currency Reforms (1916), The ABC of the Federal Reserve 
(10th Edition 1936), The Principles of Money and their Exemplifi- 
cation in Outstanding Chapters of Monetary History (1936), The 
ABC of Inflation (1942) and Cold and the Gold Standard (1944), 
which gives the author’s well-known views on gold. In addition 
to these, there are reports such as that submitted by him in 
1926 on Polish finances and published by the Ministry of Finance, 
Warsaw, and a large collection of pamphlets which can be 
divided into two main classes : those dealing with the gold 
standard and those on the Bretton Woods Plan. A third group 
deals with miscellaneous matters, of which The Outlook for 
our College Endowments (1939) and Some Observations on the 
Monetary Policies of the United States (1941) are the best 
known. Some of Kemmerer’s close friends felt that as he 
passed the grand climacteric he became more and more dogmatic 
and unyielding to those who believed in the New Deal and in 
Full Employment for the United States. In regard to these 
policies he was always a sharp critic. In 1937, for example, he 
advocated a reduction in Government expenditure for un- 
employment relief to avert a threat of inflation. “ I fear,” he 
wrote to the writer of this notice in 1944, “that on this subject 
[unemployment policy] you and I are not in full agreement and 
that the same is true of the great majority of people in Great 
Britain.” This difference in viewpoint never affected in any 
degree a close and intimate friendship. 

Kemmerer never seemed to get away from the gold standard 
as it is described in the classic teaching of Ricardo and Mill. He 
never saw that it could not work in regard to the lowering of prices 
and wages in the world of to-day, when the technique of central 
banking and trade unionism, not to mention other factors, made 
its automatic working impossible. He quoted with approval 
the Macmillan Committee of 1931 without understanding the 
significance of the last six words of the following quotation : 

“ There is, perhaps, no more important object within the field of human 

technique than that the world as a whole should achieve a sound and 



328 


THE ECONOMIC JOURNAL 


[JUNE 


scientific monetary system. But there can be little or no hope of progress 
at an early date for the monetary system of the world ae a whole, except as 
the result of a process of evolution starting from the historic gold standard.” 

The rigid attitude held by him in regard to the gold standard 
made it necessary for him to reject, unlike most American 
economists, the Bretton Woods Plan, which he thought would 
result in currency instability, currency debasement, and all the 
attendant evils that ordinarily go with these. In his pamphlet 
Implications of the International Monetary Fund, published on 
May 10, 1045, in the Commercial and Financial Chronicle, he wrote : 
“ The Bretton Woods Plan would be away from currency stability, 
free exchange and internationalism, and toward currency debase- 
ment, exohange controls, paper-money standards and monetary 
nationalism. In other words, it would be in the direction 
exactly opposite to the primary purpose of the Fund as contem- 
plated by its leading American proponents.” He strongly 
disliked the provisions in the Plan authorising changes in the par 
values of the monetary units of individual members, as it would 
facilitate on a large scale the exploitation of creditors by their 
debtors, and he disagreed with Keynes when, in the House of 
Lords, he said, “ We are determined that, in future, the external 
value of sterling shall conform to its internal value as set by our 
domestic policies, and not the other way round. . . . [And these 
domestic policies themselves] shall be immune from criticism by 
the Fund. Indeed, it is made the duty of the Fund to approve 
changes which will have this effect. That is why I say that these 
proposals are the exact opposite of the gold standard. They lay 
down by international agreement the essence of the new doctrine, 
far removed from the old orthodoxy.” Kemmerer read into this 
that the Bretton Woods Plan implied that changes of exchange 
rates would be the normal means of adjustment. Nothing in 
the Plan, however carefully stated and amplified in the official and 
non-official literature on the subject, would convince him of this 
heterodoxy of his. But let that pass. 

Kemmerer married forty-five years ago Miss Rachel Dickel, 
when he was twenty-six, and it was, his friends used to think, the 
best day’s work he ever did. His wife interested herself in his 
work and travelled with him extensively, being my guests, in 
India on their way back from China when he wished to study 
Indian public finance and also India and silver. Of thismarriage 
he had a son and daughter — Professor Donald L. Kemmerer of 
the University of Illinois, and Mrs. Erling Dorf of Prinoeton. 

G. Findlay Shxrras 


Berlin, 



1946] 


OBITUARY : HEINRICH SIEVEKING 


329 


Heinrich Sieveking 

From Hamburg comes the news that Heinrich Sieveking, for 
long years senior professor of political economy and at one time 
Hector of the University, has died at the age of 74. He had 
numerous friends beyond the confines of his country, and he 
deserved many more than he had, for lie was a humanitarian of 
the purest water and a citizen of the world in the finest sense of 
the word. 

Sieveking came lrom an old patrician family which had given 
many great figures to the public life of his home town, especially 
Amalie Sieveking, a personality comparable to Florence Nightin- 
gale. Staunoh liberal that he was, the Professor always ridiculed 
the idea that family connections are a valid claim to position and 
respect; yet he was well aware that they impose duties on the 
individual, and he felt this the more keenly as he realised what a 
rare being a progressive and cosmopolitan burgher in Germany 
always was. This attitude accounted for much that was lovable 
in his character. His respect for the opinions of others, be they 
even immature students, was perfect; and he was unsurpassed 
in his broad toleration of convictions he was unable to share. In 
the strange atmosphere of inter-war Germany he represented an 
attitude to life which is difficult to find outside the Anglo-Saxon 
world, and which in Europe had almost died out since its short 
heyday in 1848. 

Sieveking’s education and erudition were as wide as his 
interests. He acquired doctorates in philosophy and law before 
he commenced the study of political economy, and always 
managed to keep up his intellectual connection with the fields 
which he no longer cultivated ex profeaao. When he went to the 
University in the ’nineties, historicism was at the height of its 
power, and Sieveking certainly fell under its spell. He always 
remained more keenly interested in the realistic description of 
economic life than in any theoretical conclusions which might be 
drawn from observation. But this attitude was due more to 
personal inclination than to a narrow creed. In fact, his mind was 
essentially eclectic and not doctrinaire. Thus he was a disciple 
of Roscher rather than of Schmoller. Like Rosoher, he never 
gave up the belief in the fundamental soundness of “ Smithian- 
ism ” as an economic theory, and he was at all times a convinced 
advocate of free trade. Yet his liberalism did not prevent him 
from demanding a progressive social policy, and he remained 
favourable to further social legislation long after many other 
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socialists of the chair had practically abandoned their cause. In 
all this Sieveking was a brother-in-arms of Lujo Brentano, who is 
probably much better known in this country. 

In 1897 Sieveking was appointed lecturer in Freiburg, and 
in 1900 promoted to a professorship. After a short period at 
Marburg he was called to Ziirich, where he stayed until 1922. 
Many Russian refugees, anarchists and others, were among his 
students, and he used to tell many entertaining episodes of his 
experiences with them. It cannot have been easy to teach them 
orthodox economics ! In 1922 Sieveking left Zurich for Hamburg 
where he remained for the rest of his life. His outstanding 
literary achievement was his Oenueser Finanzwesen (1898-9), an 
investigation of the famous Casa di San Giorgio based on laborious 
and far-flung studies of the sources. But he also wrote on 
questions of foreign trade, and especially on economic history, 
where his broad and ingeniously documented surveys achieved 
considerable international reputation. 

When National Socialism conquered Germany, Sieveking 
retired from the University. Needless to say, he was an im- 
placable opponent of that evil philosophy, but, like most of his 
kind, not a very vocal one. The German professor has ever 
preferred the closet to the market-place. Yet Sieveking never 
made a secret of his contempt for those who went over to Hitler 
for reasons of opportunism, and he would never give up his friends, 
German or non-German, Aryan or non-Aryan, just because they 
displeased the new masters. His house was always open to them, 
and with those who were driven into emigration he kept up his 
friendly intercourse, without fear and without fail. During the 
war Sieveking was visited by extreme sorrow. He lost both his 
sons, who had been obliged to return to the Reich after one had 
gone to Switzerland, the other to Turkey. It is plain what this 
must have meant to a man who could not, for a single moment, 
approve of the whole venture. 

In her present humiliation, Germany can expect her salvation 
only from men of Sieveking’s character and convictions. They 
alone can lead her back to the great comity of nations. 

W. Stark 


University of Edinburgh. 



CURRENT TOPICS 


Thx death of Lord Keynes has made it neoessary for the 
Council to take action under Section 13 of the Bye Laws of the 
Sooiety to fill the extraordinary vacancy in the office of President. 
Mr. R. G. Hawtrey has been elected to hold office until the Annual 
Meeting, and he will be nominated by the Council for election 
at that meeting for the ensuing year. Mr. Hawtrey’s election 
leaves a vacancy in the office of Treasurer. The Council has 
appointed Mr. H. C. B. Mynors of the Bank of England to fill 
the immediate vacancy, and will similarly nominate him for 
election to the office at the Annual Meeting. 


By the death of Sir John Clapham we have lost also one of 
our Vice-Presidents, who had served as a Member of the Council 
since 1918. We hope to publish an obituary notice in the next 
issue of the Journal. 


A change in the financial position of the London and Cam- 
bridge Economic Service makes it impossible for copies to continue 
to be provided to the Royal Economic Society on the terms which 
have hitherto permitted a free distribution of the Memoranda 
with .the Economic Journal. The Royal Eoonomio Society is 
making arrangements with the London and Cambridge Economic 
Servioe for Fellows to subscribe to the Service on special terms. 
The rate of subscription will depend on the numbers who decide 
to continue on these terms. If orders for less than 1,600 copies 
are received the subscription would be 15a. per annum, as compared 
with the normal rate of 20s. ; if between 1,600 and 2,000, it would 
be 12«. 6 d . ; if over 2,000, it would be 10s. 

The oontent and presentation of material in the London and 
Cambridge Eoonomio Servioe are now being reviewed in the 
light both of present ideas as to the data that is relevant to varia- 
tions of trade activity and also of the reoent statistical publica- 
tions of the Government. The Servioe will continue, as in war-time, 
to appear quarterly. Fellows who subscribe on the special terms 
offered will receive rll published material posted directly on the 
day of issue from the London and Cambridge Economic Servioe, to 
which subscriptions will be directly payable. The Bulletins of the 
London and Cambridge Eoonomio Servioe will continue to be 
supplied to readers in the ordinary way throughout 1946. 

No. 222. — VOL. lyi. z 
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A business reply card has been enclosed in this issue of the 
Journal. Those who wish to become subscribers to the London 
and Cambridge Economic Service from the beginning of 1947 are 
aaked to write their names on the card and post it. No postage 
is necessary except for countries overseas. 


Mb. T. Balogh has been elected to a Fellowship of Balliol 
College, Oxford. 


Mr. Tom Wilson has been elected to a Fellowship and 
Tutorship in Economics at University College, Oxford. 


The following have compounded for life membership of the 
Royal Economic Society : — 


Alexander, S. S. 
Baehr, Dr. P. J. 
Baillie, G. S. 
Balloch, W. W. 
Balson, W. 

Baroa, T. 

Bates, A. F. 
Baudin, Prof. L. 
Beckenham, H. G. 
Beving, C. A. 
Black, J. H. 

Brook, Prof. G. L. 
Budgen, R. B. 
Burnett, J. M. 
Buscombe, J. H. 
Calvert, G. N. 
Chowdhury, Dr. M. 
Clark, Laurence W. 
Clark, Leslie W. 
Crystal, T. 


Emblem, L. F. 
Emole, E. 
Evans J. D. 
Frankland, A. 


Friday, F. A. 
Garbett, F. S. 

Gilpin, A. C. 

Groese, R. N. 

Harber, F. O. 

Isaac J. 

Javeri, S. C. 

Jesvani, T. K. 
Kaldor, N. 

Kaul, N. B. 

Kirton, R. J. 

Knight, A. W. 
Kovacs, L. 

Langdon, H. S. 

Lee, L. S. 

Li, Dr. Cho-Min. 
Lloyd, W. E. 

Lyne, J. F. 

Mayhew, Major C. P. 
Mitchell, J. W. 


Neale, J. A. 
Newman, J. 
Norris, W. J. C. 


Oka, G. M. 

Osborne, G. F. 

Owen, G. R. B. 

Pai, T. A. 

Peregrine, J. P. J. 
Pleming, Major J. E. 
Poole, J. C. 

Presanis, A. 
Pritchard, E. L. 
Pykett, R. H. A. 
Rao, Prof. V. K. R. V. 
Rasminsky, L. 
Ravestijn, Dr. H. 
van. 

Robinson, B. E. 

Sam ways, R. H. 
Schneider, Dr. E. 
Scitovszky, T. de. 
Scott, E. 

Shah, C. M. 
Shakespear, C. R. 
Sinha, R. L. 

Slitor, R. E. 

Smith, Caleb A. 
Soong, H. 


Dutsohler, Dr. E. W. Mullins, A. F. J. 

Nathan, Dr. O. 
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Steer, E. T. 
Timmerman, W. A. 
Tjaden, W. L. 
Ungphakorn, P. 
Van Egmond, G. 

The following 
Society : — 

Abrams, M. 
Agrawal, S. K. 
Alwis, M. N. 
Armstrong, V. R. 
Baldna, Prof. G. D. 
Barclay, G. E. 
Barrett, R. C. 
Bauminger, P. 
Beckerman, W. 
Beer, F. G. 
Beighton, T. 

Betts, C. H. 
Bevens, A. E. 
Bhaimia, Y. E. 
Blundell, H. 
Boucher, G. P. 
Briant, C. H. 

Brill, D. H. 
Briscoe, B. 

Brooks, F. H. 
Brown, G. P. 
Bryan, W. 0. E. 
Budden, E. S. 
Burchardt, F. A. 
Burt, A. R. G. 
Buttriss, G. E. 
Cairns, A. Q. 
CaJvey, H. 
Campbell, W. G. 
Carolides, L. 

Cash, W. 

Cat low, H. 
Chapman-Cohen, 
Major C. C. E. 
Charles, Major I. 


' CUBXXST TOPICS 

Walker, J. G. 
Wang, C. H. 
Warden, A. P. 
Watson-Hyatt, 
Major R. W. 


Chaumeton, J. C. 
Chivers, M. E. 
Oark, W. C. 
Churchward, J. H. 
Oay, E. C. 
Clemente, J. F. 
Cook, K. R. 
Coombes, E. E. 
Coombs, C. 

Cooper, Capt. N. D. 
Corbett, B. I. 
Cowell, L. M. 
Cowler, S. A. 

Cox, F. A. 

Craig, A. M. 
Crawford, M. M. 
Crawford, N. F. 
Currie, Capt. A. 
Dadzie, E. K. 
Dakin, E. F. 

Dalai, K. L. 
Dalemont, E. 
Dandie, A. 

Das, P. K. 

Datta, Prof. B. 
Davies, E. J. 
Davis, J. L. 

Davis, R. 

De Corval, G. 
Deeks, H. W. G. 
De Sora, Count R. 
Dina, I. O. 

Dirs, F. 

Dixon, J. H. 

Dow, J. C. R. 
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Whetham, Miss E. H. 
Widdowson, N. P. 
Williams, W. G. 
Wold, K. G. 

Wood, A. W. 

membership of the 

Duncan-Gibson,R.R. 
Edmunds, S. W. 
Efroymson, C. W. 
Elliott, S. F. 
Elsworth, P. J. N. 
Emslie, G. D. 

Evans, C. A. 

Evans, Rev. W. J. 
Fagan, T. 

Feinstein, H. 
Fellman, E. 

Ficker, H. 

Fidler, M. M. 
Fischer, F. G. 

Fortin, C. H. 

Fowler, R. A. 

Gale, R. C. 

Garnet, S. 

Ghose, B. K. 

Gilbert, J. C. 

Gill, L. 

Gilmour, I. 
Gonsalves, T. 
Gordon, W. E. 
Graham, G. B. 
Green, K. S. 

Greig, N. P. 
Grosvenor, J. P. G. 
Gupta, S. C. 

Gupta, S. R. Sen. 
Hagemejer, W. H. 
Hal pern, Dr. D. B. 
Hambloch, E. 
Harari, A. 

Hardaker, W. C. 


have been admitted to 
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Hardy, V. L. 
Hariharan, V. 

Harris, L. 

Harrison, C. T. H. 
Hart-Still, R. 
Henisoh, K. N. 
Hobson, A. C. 
Hopkinson, W. J. B. 
Home, K. E. 
Houghton, P. S. 
Howarth, A. 
Huppert, Dr. E. L. 
Hyde, E. S. 

Jable, K. S. 

Jackson, J. A. 
Jacoby, N. H. 
James, E. N. 
Jenkins, H. L. 
Johnson, Miss E. M. 
Johnston, J. H. 
Jones, H. M. 

Jones, B. 

Kapadia, H. F. 
Karunaratne, K. A. 
Kempe, J. 

Khan, C. M. U. 
King, M. E. 

Kinsey, Major B. S. 
Knight, B. H. 
Kochmann, M. 
Kolatkar, G. B. 
Kostelecky, V. 
Kurankyi-Taylor, 

E. E.K. 

Lambert, A. P. 
Lavery, C. J. 

Leader, E. C. 
Leubuscher, Miss C. 
Levin, B. 

Lewis, D. 

Lewis, Major L. C. 
Leza, Dr. W. F. 
Lindblom, C. E. 


Lipavsky-Halifi, I. 
Liston, Major D. J.- 
Lookie, J. H. 

Long, E. 

Lopez, J. B. 

Lotz, L. 

Lougheed, W. F. 
Ltrnn, W. 
McAughtrie, A. 
McCabe, Miss A. E. 
MacDonald, Lt.- 
Comd. M. 
McDonald, B. B. 
MacIntyre, A. G. 
Mackay, A. D. 
McKee, B. C. 
McMillan, S. S. 
Mandicas, A. S. 
Mathew, H. P. A. 
Matthews, B. P. 
Mayobre, J. A. 
Mehra, G. D. 
Mellilieu, H. 

Meyer, F. V. 
Middleton, J. B. 
Millner, Dr. F. 
Mitchell, Miss J. 
Mitchell, J. B. 
Momtchilof, N. 
Mont, C. 

Morgan, A. M. 
Morgan, J. B. 
Muddell, J. H. 
Mukerjee, K. K. 
Mumford, W. W. 
Neill, A. J. 
Northcott, A. G. 
Nosshy, S. 
Novotny, Prof. J. J 
Noyes, E. E. 
Odhng, G. C. 
Onaran, M. H. 
Oppe, D. L. T. 


Orenstein, E. 

Organ, A. M. 

Orgel, N. 

Ormerod, V. M. 

Page, F. E. 

Page, W. S. 

Parker, G. 
Partington, B. C. 
Patching, A. E. 
Pearson, H. J. S. 
Peppier, F. H. 
Perroux, Prof. F. 
Pesmazoglu, Dr. J. 
St. 

Phillips, W. H. 
Purdon, A. 
Badvanyi, Dr. L. 
Bajak, A. A. 

Bam, D. 

Richards, B. A- 
Roberts, S. J. 
Robinson, T. 

Robson, N. J. 
Roebuck, Capt. 

T. H. 

Boss, G. E. 

Bussell, B. H. 
Rutnam, G. M. 
Byan, T. 

Sadler, S. A. 
Samarasekera, C. P. P. 
Sanderson, N. 

Sastry, V. R. 
Sathayg, S. G. 

Saul, C. 

Sen, A. K. 

Shard, C. L. 

Shaw, B. L. 
Shawcross,. Major 
A. J. 

Shawcross, Miss 
F.M. 

Sheldon, Lt. A. J. 
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Shenkman, Dr. 1. M. 
Shiff, H. A. 

Shih, C. C.-T. 
Simmonds, R. M. 
Sircar, A., 

Smith, B. MoC. 
Smith, E. B. 

Smith, Major N. H. 
Smyth, J. J. 

Sorrell, A. A. 

Starke, L. G. K. 
Stevens, J. 

Stewart, J. 

Stone, C. P. 

Taupin, G. C. E. 
Taylor, D. R. 
Taylor, L. 

Taylor, L. H. 
Taylor, T. A. 


Tewari, T. 
Thirkettte, G. L. 
Thompson, Capt. 
C.H. 

Thomson, W. L. 
Timmerman, W. A. 
Towe, J. J. 
Trenerry, T. R. 
Tucker, P. J. 
Uplap, S. K. 
Voisey, R. J. 
Voysey, D. A. 
Wadia, A. B. 
Wainhouse, C. R. 
Walden-Horscroffc, 
Lt. F. 

Walker, A. 

Walker, H. G. 
Wallace, B. C. 


Wansbrough, G. 
Wardle, W. R. 
Warner, P. V. N. 
Weiss, O. E. 
Westoby, J. C. 
Wheble, C.L. 

White, C. 

Whitehead, Lt.-Ool. 

S. W. M. 

Whiting, F. E. 
Whittaker, F. R. 
Wilks, G. W. 
Williams, G. B. 
Winter, Major C. G. 
Wood, R. 

Wright, E. P. 
Young, B. 

Zsohokke, Dr. H. P. 


The following have been admitted to Library membership of 
the Society : — 

Academia Sinica, Shanghai. 

Agricultural Bank of Turkish Republic. 

Biblioth&que de Documentation, Paris. 

Bureau of the Budget Library, Washington. 

Faculty of Commerce, Alexandria. 

Institut de Science Economique Appliquie, Paris. 

Leathley Publications, Ltd., Strand, W.C. 2. 
McCann-Erickson, Inc., New York. 

Michelin Tyre Co., Ltd., Stoke-on-Trent. 

Natal University College. 

UniversitetsbibUoteket, Oslo. 


We record with regret the recent deaths in Italy of Umberto 
Riooi and Augosto Graziani. We shall inolude obituary notioes 
in a later issue. 


Applications are invited before July 1 for the Sir Robert 
Woods Research Lectureship in Economics mid Political Science 
at Trinity -College, Dublin. Information may be obtained from 
tiie Registrar of the College. 
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Thebe are vacancies for statisticians on the permanent 
establishment of a number of Government Departments and for 
economic assistants in the Economic Section of the Cabinet Offices. 
Further information may be obtained from the Secretary of the 
Civil Service Commission, Burlington Gardens, W.l. 


As we go to press, the Birthday Honours List indudes the 
names of a number of members of the Council of the Royal Econo- 
mic Society Among the Barons are Sir William Beveridge and 
the Hon. R. H. Brand. Mr. Henry Clay xeoeives a Knighthood. 
Mr. R. F. Kahn receives the C.B.E. To these, and to all others 
whose names may have eluded us at a first glance, we extend 
our heartiest congratulations. 


Two Sarah Frances Hutchinson Cowles Fellowships for women 
will be awarded by the University of Chicago for the academic 
year 1947-48 upon nomination by the Cowles Commission for 
Research in Economics. Applicants must be students of out- 
standing promise, preparing for the degree of master or doctor 
in the field of social sciences and statistics, preferably in quanti- 
tative economics or mathematical statistics. The Fellowships 
amount to $1,000 each, but may be supplemented by an additional 
grant of $500 if the work of the Fellowship holder lies within the 
Cowles Commission’s field of interest. Holders will be expected 
to be in residence at the University of Chicago. Applications and 
supporting documents must be submitted before March 1, 1947. 
Application forms and further particulars may be secured from the 
Cowles Commission for Research in Economics, The University 
of Chicago, Chicago 37, Illinois, U.S.A. 


The Royal Economic Society is anxious to obtain returned 
copies of the last issue of the Economic Joubnal — that for March 
1946. Any member who may care to return a copy in good con- 
dition to the Assistant Secretary, Mr. S. J. Buttress, 6 Humber- 
stone Road, Cambridge, will be paid 3s. 6 d. 



RECENT PERIODICALS AND NEW BOOKS 


j Economica* 

February 1946. The London School of Economics, 1895-1946. The 
Subjective Theory of Value and Accounting “ Cost " ; G. F. Thirlby. 
The Original Security Bank : S. R. Cora. 

The Political Quarterly. 

April-June 1946. Patterns of Power in the Arab Middle East : “ Hen- 
ricus *\ The Big Two and Ourselves : A. Jacob. Political Education 
in the Tropical Far East : J. S. Furnivall. The Population Problem : 
Sir William Beveridge . Shareholders' Charter ; A. E. Davies. 
The Integral University : C. H. W addington. Personal Incentive 
and Public Service : G. Vickers. Demobilization Defects : F. George. 

Bulletin of the Oxford University Institute of Statistics. 

Vol. 8, No. 1. The Anglo-American Financial Ag re e men t : Sot Hubert 
Henderson. The Relation between Birth Rates and Economic Activity 
in Sweden, 1920-44 : H. Hyrenius. 

Vol. 8, No. 2. Income and Household Expenditure of Working-Class 
Families with Children. Part 1. Income and Expenditure on Non- 
Food Items : T. Schulz. Employment and Output in the Building 
Trades : S. Moos. The Swiss Economy in the Transition Period : 
O. Anokhrn. 

Vol. 8, No. 3. Income and Household Expenditure of Working-Class 
Families with Children. Part II. Outlay on Food and Nutrition . 
T. Schulz. Readjustment Problems in Sweden : E. Lund berg. Czecho- 
slovak Industry after Nationalization : J. Goldman. 

Vol. 8, No. 4. Grocery Sales and Rationing : T. Schulz. Europe'* 
Average Standard of Living : K. Forchheimkr. Economic Conditions 
in Norway : K. Petersen. 


The Banker. 

March 1946. The Case against Schacht. 

April 1946. Why Reconversion Limps. 

May 1946. A Challenge to Mr. Harrod : P. Einzig. Death of a Genius : 
The Editor. Industrial Wales . 

The Bankers' Magazine. 

March 1946. Monetary Review. Educational Section. Insurance and 
Actuarial Record. 

April 1946. The State of Europe . The Banks' Information Service. 

Planning. 

No. 246. A Programme and a Purpose . 

No. 247. Imports — What Can We Afford ? 

No. 248. OhM Health and Nutrition. 

International Labour Review. 

October 1946. Wartime Methods of Labour Management Consultation 
in the United States and Great Britain. Migration of Indigenous Workers 
in the Belgian Conge : P. db Brxey. The Planning of Public Invest- 
ment in Australia : R. I. Downing. 

November 1946. The Mamtenanos of Full Employment after the Transi- 
tion Period : A Co mp ari son of the Problem in the United States and the 
United Kingdom : M. Kjj uecoce. Social Policy in China : T. K- Djamg. 
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December 1845. Full Employment in the Transition Period . Portion 
Labour in the United States During the War : Julia Henderson. The 
Experience of the Women's Employment Board in Australia: Judge 
A. W. Forster. The Inflation of the Cost of Living and Wages in Greece 
During the German Occupation : S. Aa aphides. 

League of Nations Monthly Bulletin of Statistics . 

January 1946. Usual Statistical Information . 

February 1946. Index Numbers of Market Values of Shares . 

March 1946. Foreign Trade, in Values , of $4 Countries : 1938-1945* 

The Canadian Journal of Economics and Political Science . 

February 1946. The Impact of Sudden Accessions of Treasure upon 
Prices and Real Wages : H. Mitchell. Canada's Internal Security : 
L. H. Phillips. The Informal Organization of the Medical Profession : 
O. Hall. Arctic Survey . VII : Administration of the Canadian 
Northland : C. 0. Lingard. 

The South African Journal of Economics. 

December 1945. The Economic Development of the Cape under van Riebeek : 
Part IV ( Conclusion ) ; H. M. Robertson. The Size of the South African 
Industrial Unit : R. H. Smith. Social and Economic Statistics in 
the Union : T. H!TCelly. Some Features of Wartime Finance and Ex- 
change Control in the South-west African Karakul Trade : H. Gundry. 

The Economic Record . 

December 1945. The Transition to a Peace Economy ; H. Burton. 
The First Four Reports of the Rural Reconstruction Commission : A. B. 
Ritchie. Sydney Wholesale Fruit and Vegetable Prices : J. Lindsay. 
The Growth of New Zealand's General Government Debt : E. P. Neale. 
The Future of Federal Aid : G. L. Wood. A “ Made to Measure ” 
Tariff : W. J. Rose. Full Employment , the British , Canadian and Aus- 
tralian White Papers : D. H. Merry and G. R. Bruns. Price Flexibility 
and Employment : T. W. Swan. 

India and World Affairs. 

Octobsr-December 1945. Congress — Its Ideal and Programme : P. C. 
Ghosh. The Soviet State — The Highest Form of Democracy : A. Y. 
Vyshinsky. The Peopling of the Open Spaces : R. Mukherjee. 
Indo-American Trade : R. E. Levine. Indians in Malaya : Y. 8. 
Menon. The Meaning of Dominion Status : D. S. Varadan. The 
Danger of Industrial Regimentation : L. E. Moore. 

The Quarterly Journal of Economics. 

February 1946. Exports , Imports , Domestic Output, and Employment : 
W. W. Leontiep. Price Regulation in the Paper Industry : J. A. 
Guthrie. Dues and Initiation Fees in Labor Unions : P. Taft. Mono- 
polistic Output and International Trade : S. Enks. The Appropriate 
Bargaining Unit Question under the Railway Labor Act : H. R. Northrup. 
Labor and the Recovery Program, 1933 : I. Bernstein. 

The Annals of the American Academy of Political and Social Science . 
March 1946. Cordrolling Group Prejudice . 

The Journal of Political Economy. 

February 1946. Some Reflections on a Theory of Labor-Management 
Relations : F. H. Harrison. The First Twenty Years iff the Bank of 
Spain, I : E. J. Hamilton. The Scholastic Revival : The Economics 
of Heinrich Perth : A. L. Harris. Effectiveness of Factory Labor : 
South-North Comparisons : R. A. Lester. The Pure Theory of the 
Guaranteed Annual Wage Contract : W. Lrontief. 
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The Review of Economic Statistic** 

February 1946. Relationship between Consumers' Expenditures , Sewings 
and Disposable Income : W. S. Woytinsky. Some Notes on Terborgh's 
“ The Bogey of Economic Maturity u : A. H. Hansen. 44 The Great 
Guessing Game ” : Terborgh versus Hansen : D. M. Wright. The Post- 
war Demand for United States Exports : J. H. Adler. Postwar Economic 
Policies : H. S. Ellis. 

Journal of the American Statistical Association . 

December 1946. Statistical Quality Control in War Production? H. 
Working. Statistical Estimation of Simultaneous Economic Relations : 
T. Koopxan8. The Relationship between Price Change and Price Level 
for Common Stocks : Z. Szatbowski Apportionment of Representatives 
in Congress on the Basis of Special Populations : M. B. Ullman. The 
Square Root Method and its Use in Correlation and Regression : P. S. 
Dwyer. Management Statistics in War Contract Renegotiation : N. C. 
Parkin. The Generalized 44 Ideal ” Index-Number Formula : I. H. 
Siegel. Statistical Methodology Index , 2 : O. K. Bukos. 

The American Economic Review . 

December 1946. The Interest Rate and Investment in a Dynamic Economy : 
F. A. Lutz. Is a Rise in Interest Rates Desirable or Inevitable ? : 
L. H. Seltzer. The Concept of Economic Surplus : K. £. Boulding. 
Annual Wage Guarantee Plans : Rita Ricardo. British Policy and 
World Economy : E. M. Bernstein. The Theory of Economic Behavior : 
L. Hurwicz. 


Econometrica . 

January 1946. The Responsibility of the Econometrician : R. Frisch. 
Multiple Regression for Systems of Equations : G. Tintner. Location 
of Industry and Regional Patterns of Business-Cycle Behavior : R. Vmrao. 
A Note on Welfare Economics : G. Tintner. 

Journal of Farm Economics . 

February 1946. Postwar Agricultural Policy — Pressure vs. General Wel- 
fare : O. B. Jesness. Changes in Economic Structure Affecting Ameri- 
can Agriculture : T. W. Schultz. Sixty Million Jobs and Six Million 
Farmers : F. A. Pearson and D. Paablberg. The Prospect for Post- 
war Agricultural Exports from the United States : R. B. Schwenger. 
Food and Agriculture Organization of the United Nations : P. Lamartine 
Yates. Educational Opportunities and Responsibilities in Foreign 
Agriculture : C. L. Stewart. Social Security for Farm People : I. S. 
Falk and W. J. Cohen, and K. H. Parsons. Research Developments in 
Farm Finance : F. F. Hill. Research Work in Minimum Financial 
Requirements and Some Related Considerations for Beginning Farming : 
W. L. Cavert. Research Developments in Cooperative Marketing : 
H. Hedges. Research in the Marketing of Milk and Dairy Products : 
A. Macleod. In the Marketing of livestock : C. D. Phillips. In 
Marketing Horticultural Product* : H. R. Wellman and G. L. Mehren. 
Postwar Extension Problem* in Agricultural Marketing : W. B. Stout. 
In General Agricultural Economic* : G. W. Wbstoott. In Farm Man- 
agement : C. Malone. Postwar Agricultural Problems in the Great Plains 
Area : W. E* Grimes. In the Com Belt : C. W. Crickman. In the 
Dairy Regions : L. C. Cunningham. The Farm Price Policy Awards , 
1945 : a topical digest of the winning essays : W. H. Nicholls and D. G. 
Johnson. Basic Weaknesses of the Parity Price Formula for a Period of 
Extensive Adjustments in Agriculture : K. T. Wright. Parity Prices : 
O. C. Stine. AfdmMmtd Economists and Public Opinion : L. J. 
Norton. Extension Use of Farm Work Simplification : K. E. Proctor. 
An Analysis of Work Simplification Research Methods and Results : 
L. S. Hardin and R. M. Carter. The Future of Farm Work SimpU - 
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fioaUon Research : E. C. Young and I. R. Bihrly. Adjustment* in 
Southern Agriculture with special reference to Cotton . Outline of a Price 
Policy for American Agriculture for the Postwar Period . 

Foreign Affairs , 

JANUARY 1946. The Strategy of Territorial Decisions : I. Bow man. Risks 
of a Big-Power Peace : H. V. Evatt. New Tactics in Naval Warfare : 

B. Brodie. The Future of Representative Democracy in France : L. R. 
Franck. America at War : The Triumph of the Machine : H. W. 
Baldwin. How to Deal with Japan : Hu Lin. Our Armed Forces : 
Merger or Co-ordination f ; G. F. Eliot. Canada's New Stature : L. 
Gruber. Russian Naval Aims : R. J. Keener. The Constitutional 
Crisis in Belgium : H. Rolin. Unneutral Neutral Eire : R. M. Smyuje. 
French Difficulties in the Middle East : Charles -AndrA Juuen. The 
Fuel Crisis in Europe : K. Brandt. The I talo -Jugoslav Frontier : 
G. Salvemini. 

April 1946. Justice at Nuremberg : M. Radin. Strategic Air Power : 

C. Spaatz. Postwar Czechoslovakia : E. Benes. Britain's Declining 
Rile in World Trade : Henry Clay. The British Loan : J. Polk and 
G. Patterson. Air Power and the Coming Peace Treaties : J. C. Cooper. 
The Choices in Hungary : O. Jaszi. Transport in the Development of 
Soviet Policy : P. Wohl. Socialism aryl Communism in Italy ; Eliza- 
beth Wiskemann. Dependent Areas of the Pacific : An Australian 
View : K. H. Bailey. Finland Takes Stock : E. Dancy. The Paki- 
stan Doctrine : Its Origins and Power : Sir Frederick Puokle. The 
Patriot Movement in Italy : M. Salvadori-Paleotti. 

Reirue D' Economic Politique . 

J anuar y-M arch 1946. Le rdle du temps dans V explication de I'inUrtt : 
R. Bertrand. Recherches nouveUes sur le probltme des dibouchis : 
J. Dayre. Une agence de commerce exUrieur sous la Convention : R. 
Mayer. Psychologic modeme et Economic politique * P.-L. Reynaud. 

La Revue Economique et Sociale (Paris), 

June 1946. Perspectives d'aprbs- guerre : J. P. Raudnitz. Liberti, 
ProspEritE, Equite : R. Moss£. Le Capitalisms d'Etat aux E tats- Unis : 
R. Bertrand. La Cellulose Colonials : P. Lb Cachkux. 

August 1945. L' Organisation Economique de la France nouveUs : A. 
Gazter. Point de vue sur les consequences apparentes et actueUes de la 
nationalisation des houiUEres : R. MouLfeNE. Contribution d VEtude 
de la restauration finandEre de la France : L. Lebeau. La Banque de 
Bretton Woods et Vinvestissement international : Fran^ois-Pebroux. 
L'Enseignement Musulman an Maroc : G. Germain. 

October 1945. Contribution d V Elaboration d'une thEorie de Ventreprise 
publique : M. Bazire. L' Automobile frangaise dans le monde. Le 
Plan quinquennal frangais : G. Lagardelle. La Situation financibre 
de la Orande -Bretagne : L. P. J. Chaumont. L'Algirie devant le pro - 
hUme du bli : L. La vie. 

November 1945. Considerations prElirrvinaires : M. Allais. Le Problbme 
du logement : A. Montgobert. La Reconversion aux Etats-Unis : 
R. Moss£. Les Ressources minirales de V empire colonial frangais : 
R.Fubon. 

December 1945. Politique electorate ou politique d'avenir : A. Armen - 
gaud. Pours et centres de la divaluation mmStaire : E. Silz. Conse- 
quences de la liquidation du prit-bail . Capitalisms et socialisms dans le 
monde ; G. Monts arin. Les ressources minirales de llempire colonial 
frangais : R. Furon. Chronique des Etats-Unis : R. Mosaic 
January 1946. Vues d'un Economists sur la rEforme constitutioneUe pour 
un quatriEme pouvoir : la tschnidU : B. Nogaro. Comment rmever 
V administration frangais : X. Consequences de la liquidation du prit- 
bail : * capitalisms et socicdisme dans le monde : G. Mmtsabxn. La 
legislation antitrust aux Etats-Unis : R. Agliok. Les OlEagineux dans 
V empire frangais : E. Merge. 
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February 1646. Commentaires sur la nationalisation det Banquet : B. 
Lavsroxx. Existe-tdl une bate d y action pratique derrikre la nationdtisa- 
tion dm cridit el dee banquet ? : A. Armbngaud. Let Maitont pri- 
fabriquies : P. Pxissi. La Production d’or, sovtetique et la production 
d y or mondiale : G. Davtoofp. Let OUagineux dam V empire francais : 

E. Mtrq* 

March 1646. Liberti et double prix : A. SAuvy. Planisrm et democratic : 
J. Baby. Un Plan boonomique pour le dSveloppement de VInde : C. Bet- 
telhkih. Let OUagineux dant Vampire francait : E. MzAox. Courtier 
det State-Unit : let State-Unit et le probUme du caoutchouc : ft. Servoisb. 
April 1646. Sconontie et liberti : P. DebtebIen. Reflexions tur la 
nationalitation de Vindustrie du gat : J. F&lix. Let ProbUmet tooiaux 
de la reconversion antiricaine et le pouvoir d' achat : G. Montsarxn. 
U Industrialisation det colonies : P. Le Cacheux. Chronique d* Angle - 
terre : G. Montsabin. 

Schweizeritche Zeitschrift fiir V olkeunrtechaft und Statistic. 

February 1946. Die statistische Zahl alt Kollektiv : L. V. Furlan. Das 
Problem der Entstehung det Qeldes : A. Amonn. “ Order " und “ Class ” : 

F. Oppknheimer. 


Moneda y Cridito (Madrid). 

No. 15, December 1945. La industria de las potasas en EspaHa : I. 
Herrero. La desvaloracidn en Francia : A. Pardo. Los seguros 
sociales en Espafla : M. Larana y Leguina. Lo econdmico en la 
politico de Roma : J. P. Le£ero. 

El Trimeetrc Economico. 

Octobert-Dscember 1945. Factores que infiuyen en la balanza de pagos 
de Mexico : A. L. Oucedo. Bases de reajuste del orden cooperative : 
A. Garcia. Producto national e ingreso national : R. O. Mena. El 
uso rational de los combustibles mexicanos : L. Tor6n. Las aguas 
intemationctles del Norte de Mexico y el Tratado de 1944 : J. L. Tamayo. 
January-March 1946. Obtervationet sobre algunas estadisticas pgricolas : 
E. A. Patino and E. Vargas. La politico fiscal modema : R. O. Mena. 
La ocupacidn plena, la politico fiscal y las invertionet publicas : A. 
Servin. La deuda pdblica y el ingreso national de Ettados Unidot . 
I : H. C. Waixich. Lot primerat negotiations comerciales entre 
Mixico y Francia : C. B. GarcIa. 

Index. 

No. 167, March 1946. Economic Survey. December 15 , 1945-March 15 * 
1946. 

Okonomi og Politik. 

Octobebt-December 1945. Den ekonomiske UdviJding i de vigtigste Lande 
England, U.Su i. f Tytkland, Frankrig. Den ekonomishe UdviJding i 
Danmark. Sverige i 2. Halvaar 1945 . Den intemationale Arbej- 
derbevaegelte. Striden i Palestine . Politick Kronik. 

L'Sgypte Contemporaine . 

March 1945. Economic relationship between the United States and Egypt : 
J. Landis. Le Finanoement de Vindustrie en Sgypte : A. Ema^t. De 
Vutiliti du Libre Schange dant let relations iconomiques d'aprls guerre : 
Ahmed Moussa. From Geneva to Yalta : N. Bentwigh. Value of 
agricultural products and other commodities pertaining to agriculture 
for the years 1957-1942 : Mahmoud Amis. 

Mirovoe Khoziaistvo i Mirovaia Potitika (World Economy and 
World Politics), Moscow. 

No. 7, 1645. Parliamentary Election* in England ; X. Lbmin. The End 
of Hitlerite Germany and the Situation in the Far East : V. Atari*. 
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The League of Arab Countries : L. Vatolina. Bretton Woods and Eng- 
land's Regional Currency Agreements : I.Zhlobin. Problems of Economic 
Development in China : V. Maslennikov. The Organisation of Research 
in American Industry : M. Bokshitsky. 

No. 8, 1948. Japanese Imperialism : Longstanding Foe of the Soviet 
Peoples : V. Avarxn. The San Francisco Conference : E, Zhukov. 
Italy after the Banishment of the Fascist Usurpers : P. Lisovsky. Pre- 
liminary Results of the Economic War of 1939-1945 : A. S h p bert . 
International Aerial Communications : V. Chbfbakov. Documents 
Exposing Hitlerite Diplomacy : P. Borisovsky. The Question of India's 
Sterling Balances : 8. Melman. Agriculture and the Condition of the 
Peasantry in Liberated France : M. Cole. 

No. 9, 1945. Controlled Economy and Planlessness in Capitalist Countries 
in War-time : E. Varga. The Berlin Conference of the Three Powers : 
I. Lemin. Japanese Imperialism and its Aggression : Ch. Aidus. A 
Tear of Polish Rebirth : I. Goldstein. Roumanian Trade Unions in 
the Struggle for Democracy : N. Pukhlov. The Influence of War on 
Agrarian Relations in China : E. Kovalov. France's International 
Economic Agreements : V. Lubimova. The Oil Industry in U.SA.. 
in the War Years : M. Kogan. 


NEW BOOKS. 

British. 

Agarwala (A. N.). Health Insurance in India. Allengunj, 
Allahabad : East End Publishers, 1945. 7". Pp. iv + 145. 8s. 

[This book deals in more detail than the same author's book on Social Insur- 
ance (noted below) with the special problems of Health Insurance, and being 
written later, takes full account of the proposals of the Adarkar plan.] 

Agarwala (A. N.). Pessimism in Planning. Allahabad : Kitab- 
M&hal, 1945. 7". Pp. 320. Rs.5.12. 

[The author emphasises what he regards as the political difficulties of planning 
in India. In the main he finds these difficulties m the form of British control 
over foreign financial relations. But he emphasises also the obstacles to rapid 
eoonomic progress in shortage of trained man-power (which he largely ascribes to 
a backward educational policy) and in the fact that religion has (wrongly in his 
view) become an obstacle to economic progress. The author is not, as one might 
expect, antagonistic to planning. Rather he fears that the difficulties are for the 
moment too great.] 

Agarwala (A. N.). Social Insurance Planning in India. 
Allahabad : Dikshit Press, 1945. 7". Pp. 218. 10s. 

[This book, completed in the main before the publication of the Adarkar plan of 
health insurance, surveys the needs of India for social insurance and attempts 
the financial problems involved.] 

Allen (G. C.). A Short Economic History of Modem Japan. 
London : Allen & Unwin, 1946. 8J". Pp. 200. 10*. M. 

[To be reviewed.] 

Ballin (H. H.). The Organisation of Electricity Supply in Great 
Britain. London : Electrical Press, Ltd., 1946. 8$ . Pp. xv + 323. 
21 *. 

[To be reviewed.] 

Carnegie (D.). Armaments with Security Explained. Aberdeen : 
University Press, 1945. 8f". Pp. 35. 1*. 

[A proposal to mitigate the dangers of private competitive arms manufacture 
by creating international and national bodies through whom all anna orders 
would have to be placed, and trim would be responsible for controlling arms 
exports.] 
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Distribution. The Case for a National Census. London : Fabian 
Publications and Victor Gollancaj, 1946. 8". Pp. 29. Is. 

[This pamphlet is a slightly amended version of the evidence in favour of a Cen- 
sus of Distribution given by the Fabian Society to the Board of Trade Committee 
that has since repented on the need for such a Census. The pamphlet discusses 
the whole question of distribution in general terms and emphasises the difficulty 
of tackling the problems until more statistical evidence is available.] 

The Distribution of Population in the Cape Division, 1865-1936. 
Cape Town University : School of Social Science, 1945. 13". Pp. 20. 

[Thi* roneo-ed report shows the changes in the population, its geographical 
distribution and ethnic composition since 1865.] 

Gandhi (M. P.). The Indian Sugar Industry (1944 Annual). 
Bombay : Gandhi A Co., 1945. 9$". Pp. xxxvi +90 + 29. Rs. 6.8. 

[This annual publication follows its usual pattern and provides statistics and 
a record of events of 1943-4 and, in many respects, also for the 1944-5 season.] 

Gandhi (M. P.). Problems of Sugar Industry in India. Scope and 
Prospects of Re-organisation in Post-war Period. Bombay : Gandhi 
A Co., 1945. 9$". Pp. xxxv + 266 + xviii + 30. Rs. 12. 

[A detailed statistical study of the Indian sugar industry, which gives the 
fullest information of its organisation, marketing methods, location, the costs 
involved in its protection, the methods of war-time control, and the like.] 

Gray (A.). The Socialist Tradition, Moses to Lenin. London : 
Longmans, Green, 1946. 8J". Pp. x + 523. 21s. 

[To be reviewed.] 

Habbod (R. F.). A Page of British Folly. London : Macmillan, 
1946. 7*". Pp.60. U.M. 

[To be reviewed.] 

Hayhk (F. A.). Individualism : True and False. Dublin : 
Hodges, Figgis & Co. ; and Oxford : B. H. Blackwell, 1946. 8". 
Pp. 38. 

[To be reviewed.] 

Httokub (A. H.). Economics as Applied to Production and Fac- 
tory Organization. London : Mitre Press, 1946. 8|". Pp. 139. 
15s. 

[This is a difficult book to appraise. Of economics, ordinarily so called, 
it contains practically nothing. It is concerned primarily with the problems 
of administrative organisation and system — problems of great importance 
to industrial efficiency and smooth running. Its approach seems, to an economist 
at least, to be almost entirely practical rather than philosophical : it is relatively 
little concerned with the question of deducing general principles of universal 
application. Its value is mainly for the man of action, with a standard problem 
to tackle.] 

The Institute of Actuaries Year Book, 1945-1946. Cambridge : 
University Press, 1945. 8$". Pp. xii + 241. 

[This contains the usual information regarding the profession of actuary, 
the examinations, syllabus and similar topics^ 

The Journal of the Bradford Textile Society. Session 1944-45. 
Bradford and London : Watmoughs, Ltd., 1945. 7". Pp. 91. 
10s. 6 i. 

[This Record of Proceedings contains summaries of papers by a variety of 
authors, some on technical matters, but several also on the eoonomio prospects 
of the industry and on the possibilities of export.] 

Kelly (J. P.). Aquinas and Modern Practices of Interest Taking. 
Brisbane : Aquinas Press, 1945. Pp. 78. 

[Reviewed in this issue.] 
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Obbobk (F. J.). Green-Belt Cities. London: Faber A Faber, 
1946, 8i". Pp.191. 12*. 6d. 

[Mr. Osborn discusses not only the problems of town-planning, lay-out, 
architecture and planting, but also those of finance. He draws mainly on the 
experience of Welwyn and Letchworth in this and other respect*.] 

Patin (E.). La Bonne Monnaie. Essais stir la monnaie et les 
6changes. Paris : Recueil Sirey, 1945. 10". Pp. xiii + 457. 

[To be reviewed.] 

Rao (V. K. R. V.). Planning Economic Transition from War to 
Peace in India. Bombay : Vora & Co., 1945. 7J". Pp. 80. Rs. 1.8. 

[Prof. Rao sets out to see how the transition can be planned so as to provide, 
first, the speediest relief for the consumer; second, employment for those 
released from the forces and war industries ; third, a base for a planned economy 
in India. He has a large number of concrete proposals to make for the achieve- 
ment of these ends.] 

Rao (V. K. R. V.). The Post-war Rupee. New Delhi : Indian 
Council of World Affairs (Oxford University Press), 1945. 7". Pp. 
48. Re. 1. 

[After surveying the problems of stabilisation and the arguments on each 
side, Prof. Rao comes down in favour of making no change in the exchange 
value of the Rupee, but suggests that the Reserve Bank should be under obliga- 
tion to give Rupees only in return to that volume of sterling which is backed 
by import bills. He would look for a decline of Indian prices to a level about 
60% to 80% above pre-war. He keeps an open mind about the long-term 
exchange rate and its linkage with other currencies. He would have India give 
general support to an international currency organisation, with some special free- 
dom to revise rates at the end of a defined transitional period. He insists on 
the importance of orderly liquidation of India's sterling balances.] 

Reconstruction in the Pottery Industry. Manchester : Co-operative 
Printing Society, 1945. 9J"« Pp. 40. 6 d. 

[Tins brief plan for the reorganisation of the pottery industry is put out by 
the industry's trade union. Much of the space is devoted to wages and working 
conditions but the more fundamental problem of what to produce, who for, 
and how to produce it, is not neglected. Exports are considered possible of both 
high-grade ware designed for the American market and of mass-production for 
Europe ; but this dual policy is thought to be feasible only if the industry is well 
under Government control. Self-government by joint control of trade unions 
and employers is rejected, and complete nationalisation accepted only as a 
long-term policy. The immediate solution advocated is a “ slum clearance " 
of obsolete factories and a licensing of those factories only that agree to certain 
standards of work, to costings and to the full provision of information. Govern- 
ment finance is advocated for rebuilding ; and also better trained management 
on the personal, technical and commercial “ sides." “ The British pottery 
industry has lagged seriously behind its foreign competitors even in such matters 
as the study of export- market requirements, knowledge of languages, and the 
preparation of catalogues and sales literature."] 

Selling Tomorrow’s Production. Montreal : McGill University, 
1945. 9". Pp. 78. Paper-bound $1.00. Cloth-bound $1.50. 

[These are six lectures delivered at McGill dealing with marketing problems 
of the future in Canada. The first and best two (by Canadians) deal with the 
economics and characteristics of the Canadian market, the others — on market 
research, production design, selection of sales staff, and on advertising — are by 
Americans and cover familiar ground. Gilbert Jackson brings out vividly some 
peculiarities of the Canadian market : the high Costs and seasonal difficulties 
of transport and distribution, the seasonal unemployment caused bythe climate, 
the influence of New York upon the fashion in Eastern Canada. He reinforces 
the conclusions reached in the C.P.R.B. Report on “ The Impact of the War on 
Civilian Production " — that despite the impressively high protraction of munitions 
in Canada, civilian standards during the war were actually higher than before. 
Mr. Jackson’s view is that there must be a substantial increase m the retail cost- 
of-living index in the post-war period in Canada (the lectttre was delivered before 
VE Day). Prices in Canada during the war were controlled more successfully 



RECENT TWUOmCJOM -AND NSW BOOKS 


345 


1946] 

•ad with smaller increases than in the States or the U.K. And if prices do not 
ris e end it wffl be difficult to stop them — some adjustment in the external 
exchange rate will clearly be necessary. Mr. McEachran begins by 
the change in the age constitution of tne population, though the problems which 
this c a u se s are still a little remote in Canada compared with the U.K. Canada 
is becoming more urban and also less British, ana his most astonishing statistic 
is that the percentage, speaking only French increased between 1931 and 1941 
from 13% to 19%. And of significance is that in the past 60% of Canadian 
immigrants have moved on elsewhere — presumably to the States, thereby 
escaping some of the quota restrictions. He rightly stresses the importance 
of branch plant production, the parent (generally American) supplying sub- 
stantially a proportion of the fabricated import of the branch factories. In the 
war this made necessary the Hyde Bark Agreement to support the increased 
production of munitions in Canada itself, for Canadian trucks depended upon 
American engines, and Canadian tanks upon American special steels. To those 
concerned with Canadian munitions production the most striking fact was the 
growth of engineering industry between the wars. In 1914-18 Canada made little 
beside 6-in. shells and M.T. In 1939-45 she made tanks, guns, aircraft, radar, 
a great range of ammunition, many ships, and this production was excellently 
organised and controlled by Ottawa. She finished the war one of the major 
industrial countries of the world, but still very dependent upon other countries. 
During the war she increased her imports from the U.S. that she might export 
more to U.K. and Russia — which links will be stronger in the post-war? On 
this wider aspect of “ Selling Tomorrow’s Production ’’much depends.] 

Smith (W.). Physical Survey of Merseyside. A background 
to town and country planning. Liverpool : University Press, 1946. 
8". Pp. 97. 5s. 

[To be reviewed.] 

Wigglbsworth (F.). The Money of Democracy. London : 
St. George Book Co., 1945. 1{". Pp. 127. 6s. 

[Mr. Wigglesworth advocates an International Credit Bank with an inter- 
national unit of account — “ Norma ” — whose value will be determined by an 
index based on a geometric average of all the principal primary products weighted 
according to their importance. “ Any deviations will be regarded as an indica- 
tion either of inflation or deflation to be instantly corrected by ordinary b ankin g 
methods.” 41 The Credit International will not seek to regulate the exchanges 
of its subscribers. It will simply supply the fulcrum by which they can do it 
for themselves.” 11 The Credit International will regulate the value of ‘ Norma’ 
primarily by its functions and sales of dollar or sterling securities.”] 


American . 

Capital Goods Industries and Postwar Taxation. Chicago : 
Machinery and Allied Products Institute, 1945. 9". Pp. 22. 

[This paper of the Machinery and Allied Products Institute, prepared for sub- 
mission to the Joint Committee on Internal Revenue Taxation, begins by con- 
sidering the possible causes of deficiencies of investment. It rejects the idea of a 
decline in investment opportunities due to maturity of the U.S. economy : the 
developments of science and engineering have never been greater. It argues 
that the main reasons are heavy taxation of the rewards of investors. It ends 
with various proposals for diminishing taxation that inhibits enterprise.] 

Cardwell (Ann Su). The Case for Poland. Michigan : Ann 
Arbor, 1945. 9". Pp. 92. 25 cents. 

[This pamphlet seeks to give a neutral and dispassionate account of the 
Russo-Ponsh problem.] 

Chase (S.). Tomorrow’s Trade. Problems of our Foreign Com- 
merce. New York : Twentieth Century Fund, 1945. 1\\ Pp. 
x + 156. $1.00. 

(This is the fifth of a series of six volumes which Stuart Chase is writing for the 
Twentieth Century Fund. After setting the political and economic background, 
the author concludes that five things are necessary for better U.S. foreign trade : 
full employment at home ; a clear view of import requirements and their release 
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from high tariffs; a “ stuff for stuff '* balanoe of imports and exports to build up 
the economic strength and standard of living of friendly nations; the adoption 
of Bratton Woods and of such international agencies as are necessary to control 
cartels, air traffic migration, commodities, and the like ; finally, 44 no permanent 
Santa Claus program.*’] 

Copland (D. B.). The Road to High Employment. Cambridge, 
Mass. : Harvard University Press (Oxford University Press), 1946. 
7". Pp. 137. 10s. 

[To be reviewed.] 

Danahjbb (E.). Apprenticeship Practice in the United States. 
Business Research Series No. 3. Stanford University, California: 
Graduate Sohool of Business, 1945. 9''. Pp. 60. 75 cents. 

[This small study of apprenticeship methods reaches a number of conclusions — 
too detailed to be summarised — as to the terms and conditions of apprenticeship 
that are desirable.] 

Dorfman (J.). The Economic Mind in American Civilization, 
1606-1865. 2 vols. New York : Viking Press, 1946. 8|". Pp. 
xii + 987 + lv. $7.50. 

[Reviewed in this issue.] 

Financing American Prosperity. A symposium of economists. 
New York : Twentieth Century Fund, 1945. 9". Pp. 608. $3.00. 

[Reviewed in this issue.] 

Fisher (Irving). 100% Money. New Haven : City Printing 
Company, 1945. 8". Pp. 257. $1.00. 

[This is a third edition of a book which first appeared in 1935 and was reviewed 
by Prof. D. T. Jack in the Economic Journal of March 1936.] 

Friedman (Milton) and Kuznets (Simon). Income from In- 
dependent Professional Practice. New York : National Bureau of 
Economic Research, 1945. 9". Pp. xxxiii + 599. $4.50. 

[To be reviewed.] 

Jajsny (N.). The Wheats of Classical Antiquity. Baltimore, 
Maryland : Johns Hopkins Press, 1944. 9". Pp. 176. $1.75. 

[An authoritative monograph which aims to determine the botanical identities 
of the various wheats grown m classical times. The author criticises historians 
for slip-shod translation and for following out-of-date identifications by the older 
botanists.] 

Jordan (V.). Manifesto for the Atomic Age. New Jersey : Rutgers 
University Press, 1946. 7". Pp. 70. $1.50. 

[This stimulating essay starts by looking backwards to the forces that made 
the pattern of the economic and political system of the age of the industrial 
revolutions, and then moves forward to the changes in emphasis as the age of 
machines based on coal and iron gives way to the new age of chemicals and 
electronics. But somehow Dr. Jordan does not follow the trains of thought that 
would present themselves to most of us in Europe : the increasing liberation 
from toil ; the growing importance of ways of living rather than of ways of working ; 
the reconciliation of culture and civilisation with machine minding. He is more 
concerned with the growing importance of collective actions and thoughts as 
against individual and personal actions and thoughts, hut mainly in the working 
world, as contrasted with the world of culture and leisure. He sees the growth 
and acceptance, both in internal and external economic policy, of “the idea of 
collective action, usually compulsory, in applying the principle of unlimited 
government power and responsibility.”] 

Mints (L. W.). A History of Banking Theory in Great Britain 
and the United States. Chicago : University of Chicago Press 
(Cambridge University Press), 1945. 9". Pp. 319. 20«. 

[Reviewed in this issue.) 



1946] 


RECENT PERIODICALS AND NEW BOOKS 


347 


Planning Pamphlets. No. 49. Washington, D.C. : National 
Planning Association, 1946. 7}". 25 cents. 

[This pamphlet is entitled A Retirement System for Farmers and is the work of 
Murray ft. Benedict. The author and the N.r.A.’s Agriculture Committee 
which considered it both reach the conclusion that there are important gaps in the 
existing Social Security legislation whioh need to be filled. These particularly 
affect both self-employed farmers and farm employees.] 

Schultz (T. W.). Agriculture in an Unstable Economy. New 
York and London : McGraw-Hill Book Company, 1945. 9". Pp. 
xix + 299. $2.75. 

[Reviewed in this issue.] 

Schwartz (H.). Seasonal Farm Labor in the United States. 
New York : Columbia University Press (Oxford University Press), 
1945. 8". Pp. xiv + 172. |2.25 (15a. 6 d.). 

[This monograph deals with the problems of the 3 million or so hired seasonal 
farm workers of the U.S., and especially in fruit and vegetable and sugar-beet 
production.] 

Wytib (G.). Industry in Latin America. New York : Columbia 
University Press, 1945. 9". Pp. 371. $4.00. 

[To be reviewed.] 

Zurcher (A. J.) and Page (R.) (Ed.). Postwar Goals and Econ- 
omic Reconstruction. New York University : Institute on Postwar 
Reconstruction, 1944. 8". Pp. xii + 304. 

[This is a symposium of addresses delivered at the Second Series of Conferences 
of the Institute on Post-War Reconstruction. Among the speakers here re- 
printed are Leon Henderson, Leverett Lyon, Beniamin Higgins, Gardiner Means, 
Mabel Newcomer, Alvin Hansen, Thurman Arnold, W. C. Clark, Eugene Staley, 
Calvin Hoover.] 


Belgian. 

Deohhsnb (L.). La Localisation des Diverses Productions. R&gles 
rationnelles d6duites de l’exp^rience. Brussels : Les Editions Comp- 
tables, Commerciales et Financiferes, 1946. 10". Pp. 240. 

[To be reviewed.] 

Goffart (A.). L’lSconomie de Paix et le Rdle de Ylt tat. Brussels : 
Editions Publior, 1945. 8J". Pp. 133. 

[This book deals with technical progress and output per head, exchanges, 
loans, the monetary system, international economic relations and taxation.] 

Dutch . 

Tinbergen (J.). International Eoonomic Co-operation. Amster- 
dam : Elsevier, 1945. 8". Pp. 208. 

[To be reviewed.] 

French. 

Damat.au (B. V.). L’CEuvre Scientifique de Francois Simiand. 
Paris : Presses Universitaires de France, 1943. 9|". Pp. 266. 
Fr. 80. 

[This is the first comprehensive study on the French economist and sociologist 
Simiand. It is due to one of his disciples, who has performed his work with 
great care and understanding, and with charming modesty, yet in a critical 
spirit. The volume is divided into two parts, the first containing an analysis of 
Simiand's principal writings (in the first place of his g*eat work Wages , Social 
Development and Money), the second a critical appreciation. The main features 
of Bixmand’s thought are : the rejection 41 all a priori theory in economics, and 
No. 222.— VOL. LVL A A 



348 


THE ECONOMIC JOURNAL 


JURE 


the attempt to base generalisations on the direct observation of statistical series ; 
a theory of economic development based on technical progress, particularly on 
the gold discoveries; the central place given to money as the prime mover of 
economic change.] 

Helbronnbr (H. II.)* France et Oocident Europ&en. Paris : 
Editions Spid, 1945. 7". Pp. 51. 

[A lecture now published in the series of pamphlets issued by the Comity 
d ’Action ficonomique et Douani&re.] 

Picard (R.). La Reconversion ^conomique aux fitats-Unis. 
Paris : Editions Spid, 1945. 7". Pp. 85. 

[A pamphlet in the series of the Comity -d’ Action ficonomique et Douanidre.] 
Rist (C.). Precis des M6canismes Economiques El&nentaires. 
Paris : Librairie du Recueil Sirey, 1945. 9". Pp. 375. 

[To be reviewed.] 

Rueff (J.). L’Ordre Social. 2 vols. Paris : Librairie du Recueil 
Sirey, 1945. Pp. 743. 

[These volumes develop a criticism of inflation into a dogmatic theory of poli- 
tics. A basis of pure theory is first laid : it goes no farther than an exposition 
of prices under perfect competition (hardly far enough, some may think, to bear 
the political superstructure added). An examination of values in a moneyless 
society then provides the grounds for a theory of individual rights to property. 
An analytical transition is thus provided for the view that, when money is added, 
these rights should be fully protected. If they are, they continue true rights 
(“ vrais droits *’), if not they become false rights (“ faux droits ”). It is then shown 
how property rights can be and have been falsified through budget deficit finance 
and inflation. The argument is ingeniously and thoroughly worked out by trac- 
ing the reactions, under convertible and inconvertible money systems, to short- 
term Treasury finance, selling short securities at higher them market rates. 
This leads finally to an interesting attack on rationing and price fixing. These 
are shown as the inevitable result of continuing deficit finance : the final doom 
being complete plemnmg and loss of liberty — the Hitler State. The sympathies 
of British readers will be constantly aroused by the obvious sufferings and gal- 
lant reactions out of which such works as this have grown. But on purely 
theoretical grounds they may well wonder whether the basis of the argument 
is wide and deep enough. The difficulties which we consider most pertinent 
to state finance-fluctuations in employment and output, monopoly restriction, 
rates of saving and investment — these get no attention. Yet they impose the 
need for a more radical analysis of the relation of the individual to society than 
can he achieved on the basis of nostalgia for “ avant 1914.** Absolute individual 
rights within the permitted spheres are hardly an adequate solution to-day. 
Again, the moneyless community is a mere hypothesis. We all have to accept 
some risk of depreciation ; and the claim to an absolute individual right to an 
unchanged return for his money is unrealistic. It is a question of how much 
we should tolerate. And here we can certainly all agree with M. Rueff that the 
effects and extent of such “ lying ” finance mould be patent and understood; 
and that taxation or voluntary loan, or democratically authorised restriction by 
government, are the honest ana wise, and should be the normal and predominant, 
methods of finance. The French is not easy, and perhaps only specialists should 
be encouraged to tackle this long journey. The author admits to considerable 
repetition, so eager is he to drive home his lesson. But the occasional sidelights 
on recent French conditions will make a wanner appeal to the interest and 
sympathy of British readers than the mere logic of the argument.] 

Zeeland (P. van). Belgique et Occident Europ6en. Paris : 
Editions Spid, 1945. 7". Pp. 53. 

[Another lecture m the series published by the Comit6 d* Action fioonomique 
et DouaniAre.] 


Spanish. 

Bebnaceb (G.). La Doctrina Funcional del Dinero. Madrid: 
Institute) de Economia “ Sancho de Monoada,” 1945. 8J". Pp. 364. 
[To be reviewed.] 
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Swedish. 

Akerman (J.). Ekonomisk Teori. I. De Ekonomiska Kalkyl- 
ema. 1939. Pp. 286. II. Kausalanalys av det Ekonomiska Skeen* 
det. 1944. Pp. 661. Lund : C. W. K. Gleerups Forlag. 9J". 

[To be reviewed.] 

Wold (Herman). A Synthesis of Pure Demand Analysis. Parts 
I, II and III. Uppsala : Almqvist & Wiksells Boktryckeri, 1943 and 

1944. 9". Pp. 33, 43 and 51. 

[Reviewed in this issue.] 


Swiss. 

Amonn (A.). Das Lohnproblem. Berne : A. Franeke AG Verlag, 

1945. 8". Pp. 78. 

[To be reviewed.] 

Amonn (A.). Volkswirtschaftliche Grundbegriffe und Grund- 
probleme. Berne : Verlag A. Franeke AG, 1944. 9". Pp. 221. 

[To be reviewed.] 

BOm (H.). Grundsatze und Methoden zur Ermittlung der rich- 
tigem Wahrungsrelation zum Ausland. Berne : A. Franeke AG 
Verlag, 1944. 9". Pp. 175. 

[To be reviewed.] 

BOhler (E.). Grundlehren der Nationalokonomie. Berne : Ver- 
lag A. Franeke AG, 1944. 9". Pp. 240. 

[To be reviewed.] 

Kaulla (R.). Beitrage zur Entstehungsgeschichte des Geldes. 
Berne : A. Franeke AG Verlag, 1945. 8|". Pp. 68. 

[To be reviewed.] 

Marbach (F.). Theorie des Mittelstandes. Berne : Verlag A. 
Franeke AG, 1942. 8*". Pp. 425. 

[To be reviewed.] 

Rohnrr (K.). Die schweizerischen Wirtschaftsvertretungen im 
Ausland. Berne : Verlag A. Franeke AG, 1944. 9". Pp. x + 136. 

[To be reviewed.] 

Salin (E.). Geschichte der Volkswirtsohaftslehre. Berne : Ver- 
lag A. Franeke AG, 1944. 9". Pp. 224. 

[To be reviewed.] 

Sohwbnteb (J. J.). Kapitalexport und zwischenstaatliche Waren- 
bewegungen. Berne : Verlag A. Franeke AG, 1945. 9". Pp. 
viii +90. 

[To be reviewed.] 


Official. 

British. 

Location and Effects of Wartime Industrial Expansion in Canada, 
1939-1944. Ottawa: Department of Reconstruction and Supply, 

1946. 14". Pp.vi + 65. 

[A roneo-ed Report, complementary to the Canadian. Government White Paper 
on Employment and Income, which gives in detail the changes in the industrial 
employment and its location which have resulted from the war.] 
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Annual Statement of the Trade of Southern Rhodesia with British 
Countries and Foreign Countries, 1944, compared with the Tear 1943. 
Salisbury : S. R. G. Stationery Offioe, 1946. 13". Pp. 150. 

Report of the Commission of Enquiry into the Mining Industry 
of Southern Rhodesia. The Rhodesian Printing and Publishing 
Company Ltd., for the Government Stationery Offioe, 1946. 13 . 
Pp. 80 + xvii. 

[This Report of a Committee under the Chairmanship of Professor S. H. 
Frenkel is mainly concerned with various aspects of the problem of mining in 
Southern Rhodesia — the decline in gold production, the effects of taxation on 
mining enterprise, the supply of native labour, of power, and so on. But it con- 
tains a great deal of other valuable information regarding the general economy 
of Southern Rhodesia, including national income estimates for the years 1924- 
1 943. These, it is interesting to note, omit all the output of native self -subsistence 
agriculture, chiefly on the ground of lack of information.] 

Report on the Development of Secondary Industries in Northern 
Rhodesia. By W. J. Busschau. Lusaka : Government Printer, 
1945. 9|". P*>.91. 2*. 6d. 

[At first sight it seems faintly ridiculous that a country which has a European 
population of under 20,000 — about that of an English country town — and a native 
population of less than 1} millions should be pursuing the fashionable idea of 
expanding its secondary industries. Northern Rhodesia has grown rich on 
unequalled copper resources, and there have been few instances in which specialisa- 
tion has been more profitable. But the territory suffers from every oscillation in 
the oopper market, and runs the risk of developing its population and servioes 
on the basis of a wasting asset. Some search for secondary industries is therefore 
defensible. The search, however, has not been very successful. For the truth 
is that the scale of the market permits of few profitable developments on local 
account, and distances and high transport costs make developments for world 
markets equally unprofitable. While the Report has a few minor suggestions to 
make it holds out little real hope to anyone who will read between the lines.] 


League of Nations. 

Industrialization and Foreign Trade. Geneva : League of Nations 
(London : Allen and Unwin), 1946. 9". Pp. 171. 7«. 0d. 

[To be reviewed.] 

Moore (W. E.). Economic Demography of Eastern and Southern 
Europe. Geneva : League of Nations (New York : Columbia Uni- 
versity Press ; London : Allen & Unwin), 1946. 9". Pp. 299. $3.00. 

[To be reviewed.] 
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THE NEED FOR FAITH 1 

It is a paradox that, as Economic Science has progressed, it 
seems to have become less authoritative. The authority which 
economists possessed in public affairs a century ago is neither 
claimed by them nor conceded by the public. They waver in 
their advocacy, and retire or compromise apologetically when 
challenged. 

Why is that ? The answer, I believe, is to be found in a dis- 
sociation of their reasoning from any accepted ethical background. 
The sturdy confidence which they used to share with the philo- 
sophers of the Utilitarian School has ebbed away. 

The meaning of the word “ faith ” in common usage has per- 
haps been deflected by a too-familiar association with the anti- 
thesis between faith and reason. Faith means trust, and in some 
connections it is undoubtedly right to contrast opinions taken on 
trust with those based on direct perception or valid inference, or 
at any rate subjected to rational criticism. 

The conflict between faith and reason is encountered when 
anyone finds a belief in which he has trusted to be inconsistent 
with something that claims to be demonstrated truth. Faith 
may be misplaced, pnd the conflict may cause it to be revised. 
He who refuses to revise his opinion, and yet cannot reconcile it 
with incontestable truth, is forsaking the guidance of reason. 

I am by no means proposing to commend unyielding faith of 
that kind to economists. They should undoubtedly be ready at 
all times to revise their opinions and theories in the light, not 
only of fresh experience and fresh facts, but of fresh reasoning and 
criticism. 

Where, then, is there room for faith ? How is it possible to 
feel trust in opinions thus avowedly open to revision 1 

Faith attaches to opinions in their bearing upon action. So 
long as belief has no relation to any practical decision, the ques- 

1 Presidential address delivered at the Annual Meeting of the Rojai Economic 
Society on July 4, 1946* 
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tion of faith in it does not arise. Action, when willed, pre- 
supposes belief on. the one hand in the desirability of the end to 
which it is directed, on the other in the efficacy of the means. 
And faith in these beliefs is a condition of their bearing fruit in 
action. 

Faith therefore does not imply certainty. Aotion often has to 
be based on hypothesis. There is faith in the right estimate of 
probabilities as well as in ascertainable truths. 

Economic truth is concerned with action. Professor Robbins 
defines the subject-matter of economics as the selection of 
scarce or limited means for desired ends. I have sometimes 
criticised his definition as being a little too wide. But at any 
rate it clearly brings out the direct relation of economics to action. 
I am inclined to take a more rough and ready definition, and to 
say that the subject-matter of economics is work. That does 
not differ very materially from Marshall’s definition, “ man’s 
actions in the ordinary business of life.” Work is the ordinary 
business of life. But, whatever definition is chosen, it is beyond 
dispute that economic science is concerned with ends and means, 
and therefore with action. 

Economists may indeed pursue the exploration of pure theory 
into regions far removed from practical life. They may employ 
hypotheses which are not intended to form the basis of aotion, 
but to supply an exclusively academic or intellectual interest. 
But still the hypotheses are hypotheses of action, of means, 
ends, and motives. And, however far such theorising may stray 
from the practical, it nevertheless derives even its intellectual 
interest from the possibility of a practical application. If it is 
the solution of a puzzle, the practical application is part of the 
conditions of the puzzle. 

The theorising is a by-path, diverging from the economic 
highway in pursuit of its hypotheses, but, if it is to be within the 
bounds of economic science at all, it must eventually return to the 
highway. 

For example, the problems of perfect competition, of imperfect 
competition and of monopoly can be worked out on a dialectical 
or mathematical plane, so as to form a self-contained piece of 
pure theory. If the theory were an intellectual exercise and 
no more, it would not be economics. What places the theory 
within the bounds of economics, and gives it its intellectual 
interest, is the bearing it has on real life, the approximation 
to the actual conditions in which people carry on business. 

Similarly Utopias are invented, not as mere fiction, but in 
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order to suggest by contrast something which might be done to 
improve actual human institutions. 

It is in the application of thought to action that faith is 
needed, and the function of the economist is the application of 
thought to action within the limits of his scienoe. He may not 
himself ever be called upon to give practical advice, but what 
he writes or teaches is surely intended to enlighten his readers 
and hearers'; if they rely on his guidance when they come to 
make decisions, he bears at second hand some of the responsibility 
for applying thought to action. 

Theorising involves taking much for granted. Thorough 
exploration of a line of reasoning or analysis requires concentra- 
tion to the exclusion of side issues. Often it calls for a high degree 
of abstraction, so that the conclusion is an inference from a very 
limited selection of premises. 

Practical application demands the abandonment of this intel- 
lectual insulation. The reintroduction of all that has been 
excluded, the merging of the limited abstract in the infinite real, 
transcends the capacity of rigorous inference and exact calcula- 
tion. Instead there has to be an exercise of judgment. 

Judgment is the kind of insight which discerns aspects in a 
whole without taking separate account of its parts or components. 
Judgment estimates the number of a crowd or flock; precision 
counts them. Judgment estimates the passage of time ; science 
measures it by the oscillations of a pendulum or a balance spring. 

These are quantitative judgments. But the same distinction 
applies where the precision is in reasoning rather than in calcu- 
lation. Judgment tells that a monopoly is oppressive ; systematic 
thinking shows the connection between monopolistic gains and 
the assumed conditions of supply, of demand and of market 
organisation. Judgment tells that increased supply of monetary 
metal will lower the purchasing power of the money unit, and raise 
prices. Systematic thinking formulates on one side the quantity 
theory of money, on the other, a theory of monetary dynamics. 

It is the function of scienoe to reinforce judgment with sys- 
tematic thinking. It is foolish to depend on the approximations 
and guesses of judgment in any matter in whioh exact truth is 
ascertainable. Systematic thinking narrows the area within 
whioh reliance has to be placed on judgment. 

The systematic thinking of economics is about human be- 
haviour; its assumptions are about human nature. We can all 
make assumptions about human nature. We look into our own 
minds, the propensities we find in ourselves, the experiences we 
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undergo and our reactions to them. In the light of our self- 
knowledge we interpret the behaviour of our neighbours and all 
that we hear, read or learn of the communities we live in and of 
mankind in past and present. 

In framing a hypothesis about how people will behave, the 
economist’s first question must be, how he himself would be 
likely to act. A single individual is an inadequate sample of 
the human race, and he will widen the sample by taking in what 
he has observed or learnt, of the behaviour of others, and what 
they have revealed of the motives by which they are guided. 

That is the kind of material from which the economist derives 
the premises of his reasoning — in itself rather fragmentary and 
dubious material. But even from the most tentative assumptions 
it is possible to reason rigorously, and the conclusions supply 
the means of testing the assumptions. If the conclusions do not 
fit the facts, then the assumptions have to be revised. 

The classical economists saw the business of profit-making 
in competitive markets going on around them. Sales and services 
rendered in return for pecuniary gains were a familiar feature 
of their own lives and of those of their neighbours. From the 
hypothesis of enlightened self-interest in the economic man, 
Adam Smith deduced his doctrine of the invisible hand, which 
leads the man who intends only his own gain to promote a public 
interest which was no part of his intention. 

If everyone spent his money on what he preferred, demand 
would elicit the appropriate supply, and production would be 
directed to the maximum of satisfaction ; free competition would 
ensure (in the field of material possessions) the greatest happiness 
of the greatest number. 

A most attractive conclusion ! Based on a simple train of 
reasoning, it came to be accepted by the orthodox economics of 
the nineteenth century as the clue to all practical economic 
problems. Even where departures from free competition were 
demanded, the case had to be made out for an exception. 

It was this principle, so intelligible, so convincing, so univer- 
sally applicable, that inspired the economists of the nineteenth 
century with faith. It seemed inconceivable that a principle 
which threw such a flood of light on the most intricate problems 
of practical legislation could be anything but unassailable truth. 

There was much in the economic doctrine of the period that 
was 'ill-considered or fallacious. We wonder now how anyone 
can have swallowed the theories of capital and of wages then 
accepted. But the doctrine of free competition offered a firm 
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foundation on which everyone was willing to build. An economist 
asked to advise on any legislative project would confidently apply 
the criteria of free competition in supply and demand. 

In the course of the nineteenth century there were develop- 
ments of economic theory which on the whole tended to confirm 
this faith. The balance of supply and demand and the principle 
of maximum satisfaction were expressed in more rigorous terms 
through marginal analysis. The clumsy makeshift theories of 
capital and wages gave place to analysis in terms of marginal yield. 

The doctrine of free competition in supply and demand was 
no longer so simple, but, when understood, was more convincing 
than ever. Eoonomic faith was better established at the begin- 
ning of the twentieth century than it had ever been. 

Yet somehow it has been weakened — almost extinguished. 

Free competition, it will be said, has been discredited. It 
has indeed been exposed to attack from several quarters. 

Large-scale production has given rise to monopolies, none the 
less effective for receiving no support from legal restriction. 
When free enterprise itself extinguishes competition, let-do is 
stultified. 

Unemployment offered another opening for attack. Accord- 
ing to theory, unemployment was w symptom of an excess of the 
supply of labour over the demand, and ought to be corrected by a 
spontaneous fall in the market price of labour. But experience 
showed that the fall in the market price of labour did not happen, 
or at any rate did not happen in time to save the victims from 
heart-breaking distress. 

More deep-seated was the inequality that was found not to be 
inconsistent with free enterprise. In the iron law of the sub- 
sistence wage Ricardo and Malthus had presented Marx with a 
theoretical basis for his indictment of a hopeless inexorable 
inequality imposing dead poverty on all but a dominant few. 

By the end of the nineteenth century economists had lived 
down the fallacies of the subsistence wage. But the inequality 
was a fact. The contrast between the easy gains of profit- 
making enterprise, and the hard-earned remuneration of the 
mass of wage-earners could not be denied, even though wages 
might rise far above the bare subsistence level. 

Exponents of Adam Smith’s thesis of the invisible hand found 
themselves open to all these lines of attack. The easy-going 
optimism, which had appealed in all circumstances to the simple 
principle that the free play of supply and demand cannot fail to 
make for the best, could no longer be sustained. 
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But that ought not to have shaken the intellectual self- 
reliance of the economists. The objections and difficulties 
raised against them did not contravene their reasoning about 
the working of supply and demand — to meet the objections, the 
line of reasoning had to be elaborated, not abandoned. 

The invisible hand presupposed enlightened self-interest, but 
self-interest was not always enlightened. The economist had to 
take account of the frailties of human nature. Not only would 
the individual often pursue a very mistaken view of his own 
interest, but let-do left wide-open opportunities for the misuse of 
economic power, the power conferred by wealth itself, or the 
power acquired by concerted action among traders or work- 
people. 

Especially the time element could not be ignored. The most 
convincing demonstration of the self-righting tendency of an 
eoonomic Bystem based on free competition gave poor consolation 
to people involved in loss and privation, and seeing the best 
years of their lives run to waste, while the tendency made agonis- 
ingly slow progress towards renewed equilibrium. 

Of all these considerations economists were aware. They 
were alive to the many reservations and qualifications to which 
their basic principles were subject. The more their theories 
were elaborated and adjusted to the realities of life, the more 
confident they ought to have been in their own teaching. Why 
then did they lose confidence? The reason, 1 think, was that 
they had become accustomed to build without any adequate 
ethical foundation. 

At the outset indeed the economists of the Classical School 
accepted the ethics of the utilitarian philosophy. For them 
good meant happiness, and everyone was the best judge of his 
own happiness. He might judge wrong, but he could only learn 
by experience if he were left to suffer the oonsequenoes of his own 
mistakes. 

Let-do in economics was only a particular application of a 
principle of individualism, whioh extended over the whole field 
of morality, politics and social organisation. Political institu- 
tions, social practices, moral codes, all were means of promoting 
happiness, to be challenged and justified by that test. 

This individualism was in itself an important and very positive 
contribution to ethical philosophy, but to economists it gave not a 
positive foundation but a way of escape from committing them- 
selves. They could leave the whole vast question of true values, 
the right raids of action, on one side, as a matter on which the 
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individual had to judge for himself, and which therefore economic 
science had to take as given. 

They were left with a limited end, the pursuit of wealth. 
Consequently their conclusions were subject to the same limitation 
as their premises, and nothing that they advised or advocated 
could ever claim unqualified validity. 

Professor Pigou, in his Economics of Welfare, defined economic 
welfare to be “ that part of social welfare that can be brought 
directly or indirectly into relation with the measuring rod of 
money.” He recognised that the study of a part of welfare 
could never give conclusive guidance to the attainment of the 
whole, but he maintained that there is “a presumption . . . 
that qualitative conclusions about the effect of an economic 
cause upon economic welfare will hold good also of the effect on 
total welfare.” 

So long as the presumption was tacitly and confidently 
accepted as axiomatic, economists were in a position to give 
authoritative guidance. The presumption was challenged even 
in the nineteenth century by heretics such as Carlyle, Buskin, 
and Morris, but they never themselves understood enough of 
economics to make their attacks convincing. No one denied that, 
where the pursuit of wealth conflicted with the rules of morality, 
the rules of morality ought to prevail, and it was freely admitted 
that, however useful self-seeking might be as a stimulus to 
desirable economic activity, it was not to be commended beyond 
the bounds of that principle. 

Nevertheless the explicit recognition of the fact that economic 
welfare was only a part of welfare did something to weaken the 
defenoe of the economists against attacks from other quarters. 
Their self-confidence was diminished. There was an admitted gap 
between their conclusions and the concrete reality, and there was 
no more than a presumption that their conclusions could be 
safely applied to practical life. 

The imm ediate attack was upon their own ground within their 
admitted limitations. For, even if it were agreed that an acquisi- 
tive society, in which each person’s end of action was the 
acquisition of wealth by himself, would realise the maximu m 
possible production of wealth, yet the inequality of distribution 
might be such that the maximum of wealth would be far from 
producing toe maximum of material welfare. 

The economist might reply that inequality was inherent in the 
system. If the acquisition of wealth was to be the incentive 
of economic action, the wealth must be apportioned according to 
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the merits of the action. Those who contribute more to the 
total of wealth must acquire more; those who contribute less 
must acquire less. The system is one of rewards and punishments. 
Success is rewarded by plenty ; failure is penalised by privation. 

That was a defence of some inequality. The extreme com- 
munistic idea of a complete dissociation of remuneration from 
merit is not reconcilable with the traditions, prejudices and 
propensities of mankind. But inequality is a matter of degree. 
Given the kind and the degree of discrimination in remuneration 
which will stimulate people to make their best contribution to 
the community’s need of work, any greater inequality is a defect of 
distribution. 

As Professor Pigou puts the familiar principle : “ Any 

transference of income from a relatively rich man to a relatively 
poor man of similar temperament, since it enables more intense 
wants to be satisfied at the expense of less intense wants, must 
increase the aggregate sum of satisfaction.” 

The invisible hand did not settle everything. Its distribution 
of wealth might have to be corrected and amended. When 
Professor Pigou wrote the Economics of Welfare, the develop- 
ment of social services at the cost of high direct taxation was in 
full swing. It was a policy which any economist could commend. 
But economic reasoning gave no guidance as to its limits. Any 
move towards distribution solely according to needs, without 
regard to deserts, would “ increase the aggregate Bum of satis- 
faction.” At some stage the incentives offered by the pursuit 
of wealth would be extinguished, but there was no way of ascer- 
taining the limit except by trial and error. And the method of 
trial and error is not a desirable way of discovering poisons. 

There has resulted much sterile controversy in regard to the 
need of the profit motive as a stimulus to enterprise. Profit- 
making is the principal source of the inequality which is the 
object of attack. Collectivism means the suppression of profit- 
making, and the supersession of private enterprise by State 
enterprise. Any one is free to take a view as to how human 
nature would react to collectivism ; eoonomic science can supply 
rigorous analysis of the hypotheses represented by suoh views, 
but cannot pronounce as to their validity. 

The diffident approach of the economist whose faith in the 
invisible hand has been undermined is in sharp contrast to the 
passionate conviction of the communist. Nevertheless they 
both enter the controversy on one and the same moral plane. 
The communist, like the economist, is thinking in terms of wealth, 
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that is, of that part of welfare which possesses exchange value in 
terms of the measuring rod of money, and he is therefore exposed 
to the same criticism. Communism, however, is not a scienoe, 
but a movement ; it has not the same intellectual responsibility 
as economic scienoe. 

The materialism inherited by oommunists from Marx is not 
really essential to communism. But the inequality attacked by 
communism has been from the beginning inequality in the dis- 
tribution of wealth. Wealth has been assumed to be not merely 
a part of welfare, but the part that matters. 

Exchange value supplies the means of measuring wealth. 
It measures in terms of money, and one of the fundamental 
axio m s of economics is that money is not wealth. The distinc- 
tion between real values, real incomes, real wages on the one 
hand and money values, money incomes, money wages, on the 
other, remains fundamental. Money is not an end but the means 
of acquiring wealth, and has no other virtue than in its discharge 
of that purpose. 

But is wealth so real ? Wealth is measured by exchange 
value. Exchange value is determined by purchase and sale in 
markets. It arises out of change of ownership, and attaches not to 
things in themselves but to the ownership of things. 

Exclusive ownership iB a necessary condition of consumption 
of some of the products of work (though not of all); the con- 
sumption of an article of food is exclusive to the consumer, and 
there are many other products of which that is true. The division 
of labour requires some principles of distribution by which the 
enjoyment of the product is apportioned. Exchange of ownership 
by way of purchase and sale through markets is one method of 
distribution.' Thereby exchange value, a market price or valuation 
in terms of money units, is imputed to the things exchanged. 

Economic theory in its very earliest developments distin- 
guished between value in exohange and value in use. It was 
value in exchange that made wealth measurable. 

Value in use on the other hand was really an ethical oonoept ; 
it was the value attributed to any product as the means of 
desirable experiences. As economic theory developed, the 
measurability of value in exohange was projected into value in 
use. The purchaser’s selection of what he spends his money on 
is due to his preference, and in modern economic theory the 
preference is deemed to be in respect of a measurable quality of 
utility. The utility of anything acquired by a rational purchaser 
must not be less than the price he paid. 



390 


THE ECONOMIC JOURNAL 


[SEPT. 


In making utility numerically measurable, the economist was 
assuming too much. A moral philosopher may hold that value in 
the ethical Bense is measurable, but that is a matter of speculation 
and controversy. A quality which is susceptible of comparative 
degrees, greater or less, is not necessarily numerically measur- 
able. And as a matter of psychological fact, the preferences 
exercised by purchasers are not accompanied by any definite 
estimate of the utility of the thing acquired in comparison with 
the price. It is enough that the thing is at least worth having at 
the cost. 

The theory of the consumer’s surplus or consumer’s rent, 
imputing to every product acquired a value corresponding to the 
highest price the purchaser would have paid rather than do 
without it, is a matter of unverifiable hypothesis. In its applica- 
tion to something indispensable to life it breaks down. A man 
will offer all he possesses in exchange for that which will save 
him from dying of want, but what he has to offer is not in 
any intelligible sense a measure of the utility of the thing 
needed. 

Whether value in the ethical sense is measurable or not, it is 
something very different from the quality of utility imputed by 
economics to that which is priced. 

The possession of money is a potential possession of wealth. 
Wealth, it is said, is the substance and money the shadow. But 
the possession of wealth itself is no more than the potentiality 
of the desirable experiences of which wealth is the vehicle. 
Ownership of the wealth is a step nearer to enjoyment, but it is 
still not the substance. 

Money gives the possessor a command over the work done by 
his neighbours, a command which he exercises through markets 
by spending. If he spends wisely, he is directing the work done 
to desirable ends. 

The first charge on everyone’s spending is the acquisition of 
the necessaries of life. Work, with its derivatives production 
apd wealth, possesses a unique importance as the indispensable 
means of maintaining life and health. But here life is in itself 
no more than the field in which the good life may be planted. 
In primitive communities, or in those where population outstrips 
the means of subsistence, economic activity may do little more 
than support bare life. 

Now it is especially in the staple means of subsistence that 
consumption is exclusive to the individual, and necessitates 
exclusive ownership. When productive power is extended, and 
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work is directed to ends beyond bare life, ownership of the pro- 
duct becomes less essential to enjoyment. 

The protection given by clothes is exclusive to those who use 
them. ' But when people are not satisfied with a mere covering, 
and provide themselves with fine clothes pleasing to the eye, the 
enjoyment is shared by all who meet them. 

Exclusive ownership still obtrudes itself. Limitations of 
time and space restrict the numbers that can share an experience, 
even when consumption is not exclusive to an individual, and 
ownership often confers authority to decide who may share it. 

The desire to share is a deep-seated propensity of human 
nature. It is the natural reaction of any one who encounters a 
desirable experience. He who enjoys anything beautiful, interest- 
ing, or humorous wants to find others who will appreciate and 
enjoy the same experience. The owner of a fine house or garden 
likes to share its amenities with his friends. Even where con- 
sumption is exclusive, the same motive operates ; ownership of a 
supply sufficient for several consumers gives power to decide who 
shall share. The employer of a good cook shares the culinary 
pleasures which he commands by inviting guests to a meal. 

Thus abundance may itself transfer a product from the class 
in which exclusive possession is coveted to that in which this 
desire to share predominates. 

This desire to share is clear evidence that the good which 
goes to make the good life is not merely your good or my good or 
his good, but simply good. 

In an acquisitive society the right to share in a desirable 
experience may be the subject of sale in a market. But that 
does not mean that the desire that what is good shall be shared 
is absent. The producer of a concert or a dramatic entertainment 
desires that many may appreciate and enjoy it. The author of a 
book desires that many may read it. 

Payment for seats at an entertainment or for copies of a book 
provides those who do the work with remuneration for the 
services they render. Consumption is exclusive not to a single 
individual but to the numbers that conditions of time, space or 
supplies will allow to share. Payment is an incident of the 
selection of limited means for desirable ends. 

The price exacted bears no other relation to the desirability 
of the experience shared. 

A man’s income is the reward he reoeives for the services 
rendered by himself or by his property to production. He 
reoeives it in the form of money, and by spending the money he 
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acquires wealth in exchange. It may be for his exclusive con* 
sumption. But it may on the contrary be ‘for sharing with his 
fellows. The pressure for exclusive consumption is characteristic 
of conditions of scarcity or poverty. Abundance relaxes the 
pressure, and allows more scope to the kind of enjoyment which is 
shared. The ownership whioh is the subject of exchange becomes 
less self-seeking. 

To a seller, the wealth he holds for sale is further removed 
from fruition than the money he gets for it. Wealth can only 
claim a higher degree of reality than money when it is in the 
hands not of a seller but of one who has selected it for consump- 
tion or enjoyment. 

I do not mean to suggest that economists are unaware of the 
limitations of wealth. But so long as they reason in terms of 
wealth the application of their conclusions to practical life is 
qualified by these limitations. If they are to speak with con- 
viction and to carry conviction to their hearers, they must dis- 
card the limitations. It does not follow that economics ought 
to be a branch of applied ethics, and that every economist must 
become a philosopher. Every man has to decide his courses by 
reference to ethical standards. He is taught to conform to the 
moral code which forbids fraud, violence and vioe, but a code of 
prohibitions is not enough ; he has to select positive ends and the 
means to attain them. 

The ethical problems of the economist are merely an extension 
of the ethical problems of the individual. His assumptions and 
reasoning are open to the criticisms of the philosopher, but only 
in the same way as those of the individual. It is right for the 
economist, as for the individual, to have regard to those criticisms. 
If the economist derives benefit from an understanding of philo- 
sophy, he is in that respect in the same position as people in general. 

Faith is a condition of belief taking effect in action, and, as I 
said at the outset, what is needed is faith both in the rightness of 
the end and in the efficacy of the means. The moral teaching of 
the Churches and of the great religions is primarily ooncemed 
with roles of conduct. They treat compliance with moral rules 
as itself an end. But if they claim faith from the adherents, it is 
because the conduct they enjoin is after all the means to desirable 
ends. The nature of the desirable ends themselves is taken for 
granted. Christianity bids us promote our neighbours’ welfare, 
but what welfare consists in is left to the individual judgment. 

If liberty is set up as an ideal, that is on the ground that the 
beet way of promoting the welfare of all is to leave everyone free 
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to puisne his own welfare, subjeot to the limitations imposed by 
morality and law ; Adam Smith’s “ invisible hand ” was an 
adaptation of that principle. 

The principle of liberty has not been superseded; it still 
holds the field as the primary condition of a good life. But 
it needs to be qualified and supplemented. The organised action 
of the community can in many respects improve upon what the 
limited outlook of the individual would achieve. 

It is here that the guidance of economic science becomes 
applicable. Institutions have to be devised which will direct 
people’s capacity for work to desirable ends. The doctrine of 
the invisible hand justified let-do as an institution fulfilling 
that condition. Now that we recognise the limitations of let- 
do, we have to apply the same criterion to other forms of economic 
policy. 

If the economist’s conclusions are to command faith, they 
must be direoted to right ends. And surely a fundamental 
condition of any faith is that there are right ends. Whoever 
denies that there are right ends to be sought stultifies all action. 
We are shy of naming our ends. Language is over-full of ill- 
defined terms. The plain “ good ” and “ bad ” have been 
vitiated in use by a perpetual confusion of end and means. To 
indicate ends, we fall back on such expressions as “ welfare ” 
or “ desirable.” Or we call an experience which is desirable 
as an end “ worth while.” Worth while is something different 
from worth a price. It means worth time, not worth money. It 
is free therefore from the implications of exchange and exclusive 
ownership, of comparison and measurement. Worth while 
implies at least a minimum of desirability, but it does not exclude 
any degree of desirability, be it ever so high. 

Bight ends are those which are worth while. When selection 
is necessary, and preference has to be exercised, the end which 
is best worth while is right. Self-reliance in action pre-supposes 
faith in the selection. Likewise self-reliance in economic policy. 

Self-reliance requires confidence in the means as well as in 
the end. The right selection of means in economic policy calls 
for scientific method in systematic thinking. If economists are 
wanting in faith, may it not be on this side that they are assailed 
by doubts? They start with crude and fragmentary assump- 
tions about human nature. Verification of their hypotheses by 
experience encounters the baffling complexities of real life. 

The complexities are mainly in the springs of action — man 
seeks ends, but not only right ends. Along with what is desirable 
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or worth while, he is moved by infinitely various propensities and 
prejudices, some of instinct, some of habit, some of shallow, 
faulty or eccentric reasoning. But it is only the right ends that 
are destined to give satisfaction in fruition. The right ends give a 
fundamental unity to the problem of human behaviour. If that 
due be consistently followed, all the vagaries of human nature 
can be allowed for, as departures more or less wide from the strait 
path. 

So even in exploring human motives and behaviour a cogni- 
sance of right ends is the foundation of firm and confident con- 
clusions. 

Every economic problem has a solution. To every question 
there is a right answer, even if it be in a choice of evils. The 
solution is the relatively best course, relatively to the given cir- 
cumstances. The standards by which the selection is to be made 
are not merely relative. 

Economic reasoning, like all reasoning, is fallible. By 
conforming to scientific standards it can be given such pre- 
cision as is humanly attainable, and can claim the same kind of 
confidence as other sciences. It is in its contact with practical 
life that it needs an ethical foundation. Not that the ethical 
foundation can be infallible. But if economic doctrine is to 
carry conviction it must proceed from a conception of welfare, 
in the widest and deepest sense, as well considered as the oonduct 
of men in general. Theory which professes to dispense with that 
essential requirement is vanity and striving after wind. 

Economists are of course often called on to consider limited 
ends. The policy is given, and they are asked to advise on the 
means. For example a colonisation scheme may be desired for 
the settlement of territory which is available for development. 
The decision to colonise the territory is prejudged, and is not 
open to criticism. Nevertheless, within the limits set, the stan- 
dards of what is desirable still apply. 

If there is a passage in the Wealth of Nations more often 
quoted than that referring to the invisible hand, it is Adam 
Smith’s admission that Defence is of much more importance than 
Opulenoe. Defence is a limited end, but of such importance as to 
claim priority over the aim of welfare. The twentieth century 
has seen strenuous efforts to free mankind from the International 
Anarchy. But so long as the International Anarchy exists, every 
nation must maintain organised force to withstand attack from 
any other. The means of defence of each is a menaoe to the safety 
of the rest. 
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War is an industry. Organised force is maintained by work ; 
it demands the diversion of work and wealth from other aims. 
If wealth has gained and retained a better repute in the eyes of 
the world than its merits as a vehicle of welfare justify, that is 
because wealth is the means of power. Wealth is the ownership, 
actual or potential, of work and of the products of work. And 
economic power resides above all in potential ownership, the pro- 
ductive resources that can be diverted to new purposes, and the 
pecuniary resources by which that diversion is operated. 

Money is the indispensable means of economic mobilisation. 
Not merely do external funds and investments afford the means of 
obtaining resources from abroad, but even at home money supplies 
the necessary mechanism for directing work where it is required. 
Other and more elemental motives take the centre of the stage, 
but no substitute has been found for the pecuniary motive in its 
own sphere. 

Here, then, are wealth and money rehabilitated ! Yes, but 
only for a limited purpose. And no limited purpose can super- 
sede the foundation of right ends. It is the virtue of faith not to 
move mountains but to move mankind. Faith spreads from 
teacher to learner, from speaker to hearer, from writer to reader. 
To do so, it must proceed from ground common to all. 

And that common ground must in ultimate analysis be a 
common standard of what is good or bad. Only what is good or 
bad is important, and important in proportion as it is either good 
or bad, whether as end or as means. And what is not important 
does not matter. 


London. 


R. G. Hawtbey 



UNEMPLOYMENT IN AN UNPLANNED ECONOMY 

Since the publication of J. M. Keynes’s General Theory in 1936 
there has been a rapid development in the theory of unemploy- 
ment — or, as it is known more recently, of “ full employment ” ; 
and with the publication of, in particular, Mr. Kaldor’s Appendix 
to Sir William Beveridge’s Full Employment in a Free Society we 
have reached the stage at which the measures needed to overcome 
the so-oalled “ deficiency of demand ” have been reduced to con- 
crete mathematical terms. In spite of this apparent simplifying 
of the problem, however, we cannot avoid the impression that 
there is still a sort of impassable gulf separating theory and 
practice; that the theories which have been so eloquently and 
persuasively argued for a whole decade and have now finally 
replaced the old orthodoxy, would still enoounter very strong 
opposition from business interests if put into actual operation; 
and that even the present Government is still hesitating to oommit 
itself to a thorough-going application of the “ full-employment ” 
technique. 

It is true that all these facts could be explained plausibly 
enough by the fundamental conservatism of the British character, 
by the unwillingness to launch out into bold experiments in a 
field in which the nation’s bread and butter are at stake, or by the 
purely temporary phenomenon of a restocking boom during 
which the authorities are more preoccupied with the dangers of 
inflation than with the threat of unemployment. But these con- 
siderations do not explain everything. If the measures required 
to ensure full employment in perpetuum were as simple and as 
mathematically certain as they are made to appear in the writings 
of the modem Keynesians, there would be very little reason to 
account for the continuing resistance to their application. We 
cannot escape the impression that the Keynesian analysis, for 
all the light which it has shed on the dark comers of economic 
science, has yet failed to reach to the most fundamental causes of 
things ; and that therefore the simple remedies of the Keynesian 
physicians would not touch the roots of the disease which is 
afflicting the modem free enterprise eoonomy. Whether this 
impression is correct, however, depends on a closer examination of 
the Keynesian theory and of the facts with which it deals. 
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The foundation stone of the General Theory is the following 
set of relations : 

Income — Consumption 4- Investment 

or Y = C + I 

But C is dependent on Y, in accordance with the rule of the pro- 
pensity to consume. Hence if the marginal propensity to consume 
for a given level of income is m 

Y = m . Y + I 


The level of income (and hence of employment) is therefore 
uniquely determined by : 

m — the marginal propensity to consume, 
and I — the level of investment. 

At this point the path divides and further analysis is devoted 
to the determinants of m and I respectively ; and we are led to 
the conclusion that full employment can be provided by (1) 
increasing the marginal propensity to consume — e.g., by a re- 
distribution of income, and (2) raising the level of investment — 
e.g., by deficit expenditure. 

That is as far as the analysis has been taken. Quite a number 
of subsidiary problems, such as the mobility and remuneration of 
labour; international aspects of full ebaployment, and the growth 
of tiie national debt, have been studied in detail ; the main lines 
of the argument have got no farther. But it is precisely when the 
argument is followed through into the practical sphere that the 
limitations of the Keynesian analysis are strikingly revealed. 
Redistribution of incomes means essentially one thing : reduction 
of profit and increase of wages. Deficit budgetting may on the 
face of things seem innocuous enough ; but in a practical sense 
it can mean only either borrowing from the rich to give to the poor 
— when used to increase social security payments, etc.— or 
borrowing from the rich in order to enter into competition with 
them. The operation of a full-employment policy strikes even- 
tually at the roots of the system of private enterprise. Both 
the redistribution of income and defioit budgetting are measures 
which cut into the rate of profit on capital : the former directly ; 
the latter by setting up the State as a competitor with private 
enterprise. And the process is cumulative. The need for a full- 
No. 223. — VOL. lvi. d » 
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employment policy arises from the failure of private enterprise to 
keep up its level of new investment. The proposed remedies, 
by reducing the return on private capital, will tend to depress 
still further the scale of private investment, and thus inorease 
the margin of unused resources which it will become the re- 
sponsibility of the Government to absorb. The attempt to apply a 
genuine full-employment policy in conditions of economic crisis 
or chronic unemployment — such as existed between the wars — 
would very probably lead to a situation in which the issue would 
become — “ free enterprise with unemployment ” on the one 
side, versus “ full employment under State planning ” on the 
other. 

The Keynesian analysis, however, gives us no clue to the exis- 
tence of these profound difficulties; nor is this surprising, con- 
sidering that little or no attention is paid to a matter of funda- 
mental importance — namely, the rate of profit. Keynes took 
great trouble to define his “ marginal efficiency of capital,” so as 
to be sure to relate his system to the expectations of business-men, 
not simply to their experience ex post. But he did not attempt to 
explain the factors governing the rate of profit itself, which, after 
all, is the basis on which all expectations must rest. This, it will 
be found is the chief defect in his system ; his categories fail to 
reveal the special role of profit ; nor do they provide the way to 
explain how the rate of profit is determined. 

The remainder of this article will be devoted to an attempt 
to restate the fundamental relations of a free enterprise economy 
along lines which will reveal the factors of chief importance in 
determining the level of employment. 

II 

We must first of all make clear with what sort of system 
we are concerned. It is a system in which there are two main 
classes : those who live on earned income — i.e., wages and salaries 
— to whom we shall refer as “ the workers,” and those who live on 
unearned income — i.e., rent, interest and profit — to whom we shall 
refer as “ the capitalists.” There are, of course, individuals who 
combine both these functions; but while there are plenty of 
workers who draw small quantities of interest, chiefly from 
Savings Banks and insurance and pension funds, and the majority 
of capitalists also do some work for which they either are paid a 
salary or would be entitled to a salary if they were not self- 
employed, the broad distinction between “ the workers ” and 
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“ the capitalists ” is really quite simple and needs no elaboration. 
For the sake of this discussion we shall ignore all intermediate 
classes — farmers, professional workers, small shopkeepers, etc. — 
and take it for granted that the typical economic unit is “ the 
firm,” the capital of which is privately owned by one or more 
capitalists and the output of which is produced by the workers. 
We shall also ignore for the time being the existence of the out- 
side world and of the Government. The picture before us is that 
of an economic system in which there are so many firms, employing 
so many workers and owned by so many capitalists, while in the 
background there are subsidiary sections of capitalists drawing 
income in the form of rent and interest. 

We proceed now to analyse the activity of this system and the 
flow of goods and money through its various arteries. We may 
say that the total output of the workers employed in making 
goods (or services) may be divided into goods for consumption 
and goods for investment. This is a mere question of definitions, 
for if we analyse the total output of a given year (Z), we can say 
that part of it was consumed (Y), and part of it was not (Z). 
Z is what is called Investment (or, strictly speaking, net invest- 
ment). Z = Z — Y. 

It will be noted that concepts of Consumption and Investment, 
as defined above, are in no way related to the distinction commonly 
drawn between “ consumers’ goods ” and “ producers’ goods.” 
For it is apparent that on the one hand a large quantity of 
“ producers’ goods ” (machinery, raw materials, etc.) is made up 
into “ consumers’ goods,” which are then consumed, while on the 
other hand there are frequently cases of “ consumers’ goods ” 
being made and not being consumed — t.e., stocks increase, or, in 
other words, there is an increase in investment. It will further be 
noted that Z is positive, Y is positive, but Z may be positive 
or negative — t.e., there may be an increase in total wealth during 
the year in question, or there may be a decrease. In the latter 
case Z is negative and Y is greater than Z. This, of course, has 
been the case during the war. 

Now, if the number of people employed in making Y is N v 
and the number of people employed in making Z is N t , and the 
equivalent amounts paid out in wages and salaries is Wi and W a , 
then the cost of producing the goods consumed ia W v and the 
total income of the workers is W x + W,. If workers’ savings are S, 
the total spent by workers on consumption is (W l -f W a — 8 ) ; 
and if the amount spent by the capitalists on consumption is T, 
then the trading account for goods consumed is as follows : 
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Goods Consumed Account 


Dr. 

To Wages W x 

To Grow Profit (W t ~ 3 + T) 

Cr. 

By Sales to workers (W x -f W t — 8) 
By Sales to capitalists T 

Total (W x + W t - S -f- T) 

Total (W x -f TF, — £ -f T) 


From the above it appears that the gross profit on goods con- 
sumed in the year is (IF, -f- T — 8) — i.e., the sum of the amount 
paid out in wages and salaries to workers engaged on making goods 
for investment and the amount spent by the capitalists on con- 
sumption less the savings of the workers. It must be made clear, 
of course, that the figures used in this argument are aggregates ; 
they take no account of individual changes as between one firm 
and another. Thus the profit on consumption (IF, -+• T — 8) 
is the aggregate profit of all the firms making goods for consump- 
tion; it does not tell us anything about the individual fortunes 
of those firms. While industry as a whole may have made good 
profits, certain firms may not have done so, or may even have 
made losses. It is the aggregate figure which is of importance 
in disoussing the problem of full employment. 

Further, the figure (TF, + T — 8) is a gross figure; before 
we arrive at “ business ” or net profits we must deduct payments 
made for rent and interest by the firms in question, which we 
shall call F. Then the net profits (available for distribution 
to holders of equities) amount to (W a + T — 8 — F). Here, then, 
is what I shall call the “ Profit Equation,” around which all 
further analysis will be centred : 

P=W i +T -S -F. 


Ill 

Why is this equation of fundamental importance ? Because it 
isolates the crucial factor in the whole employment situation — 
namely, the net profit on goods entering into consumption. 
It is true that this does not comprise the total profit arising within 
the system ; it excludes profits earned in the sphere of “ net 
investment ” — i.e., on work which goes to swell the total wealth of 
the community. The rate of profit on net investment may well 
differ from that on goods for consumption, especially in periods 
of boom or depression, when the heavy industries are exceptionally 
over- or under-worked. One part of the profits on net investment, 
however, will accrue at the same rate as those earned in making 
goods for consumption — namely, the profits earned in making 
consumers’ goods which are not for immediate consumption. 
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Qearlythe conditions of supply of these goods (for the building up 
of stocks) will be similar to those governing the supply of goods 
whioh enter directly into consumption. 

The variation in the rate of profit earned in the heavy in- 
dustries, although not unimportant, is a subsidiary factor in the 
situation; it is a determinate, not a determinant. The index 
which chiefly governs the attitude of business-men (and after all 
has been said about “ expectations,” “ psychology,” “ moods of 
pessimism,” etc., it must be admitted that business-men, like 
other people, are more impressed by facts than by “ theories ”) 
is the index of the rate of profit on goods for consumption. 
This is the thermometer which measures the health of the economy 
from the business-man’s point of view. It is a measure of what 
may be expected from future productive activity. “ Consumption 
— to repeat the obvious — is the sole end and object of all economic 
activity,” wrote J. M. Keynes; and it is the level of earnings 
of capital in the production of goods for consumption that in- 
dicates whether the situation is “ bright ” or “ gloomy ” from the 
business-man’s point of view. 

It is on the basis of the experience of business in the pro- 
duction of goods for current consumption that decisions are made 
regarding the scope of new investment. If net profits on goods 
for consumption (which of course covers the great bulk of current 
activity) are “good,” then .decisions will normally be taken to 
increase investment. Special factors, such as monopoly, or 
political considerations, may interfere with this relation; but 
in general it remains true. The decision to expand investment 
may lead to full employment, or even to over-employment in 
certain industries, such as building and the machinery industry, 
which will then raise the rate of profit in those industries. This is 
a point which has to be taken into account in any analysis of the 
trade cycle; it has its repercussions on the general employment 
situation. But we still return to the fact that the governing 
factor in the situation is the rate of profit on the production of 
goods for consumption. 

We have been using the term “ rate of profit,” whioh, of oourse, 
is a ratio, comprising two terms : the amount of profit and the 
amount of capital. In our “ Profit Equation ” we have only the 
first term, the amount of profit. Later on, we shall have to intro- 
duce the second term — the amount of capital — into the disoussion ; 
for the present, however, it is desirable to give attention to the 
equation as it stands. 

The expression (P = IF, -f T — 8 — F) is no more than a 
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mathematical identity. It serves, however, to isolate thet&otors 
governing P; to provide a fulcrum on which our analysis can be 
based. That analysis can be made from either a short-term or 
a long-term point of view, or, what amounts to much the same 
thing, from the point of view of the variations of profit or from 
the point of view of the absolute level of profit. In the short 
term we are interested in sudden variations in profit which have 
such a profound effect on thejsystem; in the long term we can 
ask ourselves why the rate of profit shows the downward trend 
that is observed. 


IV 

Taking the short-term aspect first, and looking at the four 
factors on the right-hand side of the equation from the point of 
view of their variability, we note that F, which consists of rent 
and interest, is by its nature practically fixed (except in so far 
as individual firms default on their payments under these heads 
and thereby reduce the total for the community). 8, workers’ 
savings, is not a fixed factor, but at the same time it probably 
does not make any violent changes. In so far as it does change, 
the change is likely to be gradual and in the same direction as 
employment and the national income as a whole. Its changes 
therefore are not independent, but dependent, and can be taken 
into account in particular cases after the more variable factors 
governing the employment situation have been determined. 

The same applies, mutatis mutandis, to the factor T ; with the 
exception that since gross profits generally vary more widely 
and more suddenly than wages and salaries, and that the capital- 
ists are in any case in a position to vary their consumption 
expenditure with far greater freedom and by far greater pro- 
portions than the workers, we should expect T to react more 
rapidly and in greater degree than 8 to any change in the general 
economic situation. 

It is the final item, W t , that carries most of the weight. W t 
is the amount of money paid out to workers engaged in making 
goods for investment. It varies, therefore, directly with invest- 
ment itself, probably representing two-thirds of the cost of 
new investment. Net investment is a very variable item : as was 
pointed out earlier, it may be negative as well as positive; and 
it is not unusual for net investment to vary, even apart from 
wars, from a large plus to an equally large minus in the course of 
a few years. 

The short-term fluctuations in P can therefore be attributed 
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mainly to the factor W t — which varies directly with net in- 
vestment. W t , however, will be large only in a situation in which 
W x is also large and employment is good. 8 will therefore tend to 
rise. Similarly the earnings (or expected earnings) of the capital- 
ists will also be growing, and T will therefore grow. The 
changes in T and 8 will to some extent neutralise one another; 
the balance will probably rest on the side of T. F, as we have 
said, is more or less fixed, but in a period of rising employment 
and profits there will be fewer defaults, and F will therefore 
tend to be slightly greater. New contracts, for rent or interest, 
will also be made at higher rates, and will gradually tend to raise 
the level of F ; but only with a considerable time lag. In sum, 
an increase in W t will probably mean an equal or greater rise in 
P ; and vice versa. 

The interest of this analysis is now revealed : changes in the 
level of profits (on goods for consumption) are directly dependent 
on changes in the level of new investment. And since change 
in the rate of profit is the main factor determining the general 
level of employment (and hence of income), we arrive at the same 
conclusion as that derived from the Keynesian analysis — namely, 
that the crucial factor determining income is investment. We 
have, however, arrived at this conclusion by more detailed steps 
and with closer reasoning ; in particular, the category P has found 
its true place in the picture, as an essential connecting link. 
Keynes’s “ marginal efficiency of capital ” is, in spite of the care 
which he devoted to it, an elusive sprite, “ determined, as it is, 
by the uncontrollable and disobedient psychology of the business 
world.” 1 It is the “ sudden collapse in the marginal efficiency of 
capital ” which is the chief explanation of the economic crisis; 
but we are left in doubt as to the factors responsible for these 
sudden movements. In our analysis, however, we can claim that 
the variations in P are not incalculable nor unpredictable; 
they provide a very substantial and concrete basis on which to 
explain the aotual variations in business “ confidence.” 

The relation P — W a + T — 8 — F (which can also be written 
for short in the form P — IF,, provided the existence of the other 
factors is not forgotten) olearly provides an explanation of the 
inherent instability of the free enterprise system. For the two 
leading terms — P and W t — are each' dependent on one another. 
Say, for example, there is an increase in investment — which 
means an increase in W t and hence of P. The higher level of 
profits in the industries making goods for consumption will in 

* Qtneral Tktory, p. 317. 



374 


THE ECONOMIC JOURNAL 


[SEPT. 


turn encourage optimism, and there will be a further rise in in- 
vestment, and so of The process is therefore cumulative : 
activity and employment will increase in all seotions of industry; 
and the more investment rises the higher will be the profits of 
current production. 

What is the end of the story ; and why should it have an end ? 
The reason, I think, is the threat of the competition of the new 
oapital with the old, which produces a critical situation, and a 
sudden reversal of expectations in the business world. This in 
turn is much modified in its results by a second factor, namely 
the degree of monopoly. 

In a boom, business-men are rapidly expanding their commit- 
ments ; their holdings of new investments are increasing. These 
investments are for the most part in industries which are in 
competition with existing industries, although during the earlier 
period of new capital construction this fact may be temporarily 
obscured. While some business-men will make their new invest- 
ments in the form of an expansion to their existing plant, others 
will launch out into new spheres of activity. They will not have 
complete information as to the existing capacity in that industry ; 
at any rate they will not know their competitors’ plans for ex- 
pansion. That is part of the logic of an unplanned economy. 
As time passes, however, and plans begin to mature, it will begin 
to dawn upon the men concerned that there is such an excess of 
new capacity coming into operation — all at once — that prices 
are bound to collapse. The new processes and the up-to-date 
plant which is coming in on the tidal wave of the boom will be 
able to afford to take prices well below those hitherto ruling in 
the market. There is nothing terrible in that for the newcomer ; 
provided prices do not fall below the level at which his new plant 
can operate he will be satisfied. But for the old inhabitant of 
the market the new machinery spells disaster. His old plant will 
suddenly find itself high and dry — well above the supply ourve 
for the industry — and he is threatened with the loss not merely 
of his profits, but, if the price falls below the level of marginal 
cost, with his capital also, (for it is doubtful if he will be able 
to realise very much on its sale). If he is lucky, he will be able to 
make an agreement with his competitors to restrict production, 
maintain prices, and so keep his capital intact. But in any case 
he will have lost his enthusiasm for new investment; and the 
“ marginal efficiency of capital ” will have fallen very low indeed 
in his estimation. So the system will pass from a state of high 
expectations and confidence to one of abysmal depression. 
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An objection may be raised at this point that if business-men 
were not to react in this fashion, as they face the advancing tide 
of new productive capacity, but were bravely to face the issue, 
and continue to place new orders for plant and equipment, there 
would be no need for any crisis or ensuing collapse. For so long 
as IF, is maintained, P also will be maintained, and the market 
will be in no danger. That is quite a legitimate observation; 
but it ignores the fundamental fact that the individual business- 
man has to choose his path on his own account and without know- 
ing what his competitors will do ; still less can he trust them to 
carry out a common policy of such a bold and hazardous character. 
He is compelled to take first thought for himself; and the upshot 
is that the devil takes all. No solution of this difficulty within 
the framework of free enterprise is conceivable. 

It was stated above that a second factor in the situation is 
the degree of monopoly. The crisis, for the reasons outlined 
above, is inevitable; but its consequences, the depth and the 
length of the depression, depend on the degree of monopoly. 
Briefly, we may contrast the typical crisis of the m id-nineteenth 
century, which was followed by a short depression and then a 
recovery which carried economic activity well above the level 
reached in the same stage of the previous cycle, with the situation 
between the two Great Wars, when the rate of advance was very 
much slowed down. The explanation, as I see it, lies in the fact 
that the earlier period was one of true competition ; not perhaps 
“ perfect ” competition, but the nearest to that blissful state 
that the world has yet known. In this state, a boom, with its 
accompanying flood of new investment, might lead to the ruin of 
hundreds of producers, knocked out by more modern and more 
efficient machinery, but for every failure there was an equivalent 
success, and while the losers might feel deeply “ depressed " 
about future prospects, the winners would be feeling very pleased 
with themselves, and quite ready to start a new round in the 
battle. After a short period of digestion in which the new plant 
and equipment would be brought into operation, and the full 
effect of its competition brought to bear on the older inhabitants, 
the economy would be ready for a new wave of investment, which 
by the nature of the P = W % relation is bound to take the form of 
a boom rather than a steady increase. 

Competition, however, is an unstable and inherently self- 
destructive state of affairs. Natural selection encourages the larger 
firm, which, as a general rule, is the more successful in the struggle. 
With the progress of the years the guildsman gives place to the 
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merchant and the manufacturer steam replaces water; the 
division of labour grows ; mass-production and the conveyor belt 
finally take oontrol. And meantime the independent shop is 
replaced by the chain store; the local bank becomes a branch 
of the “ Big Five ” ; and even the simplest services are performed 
by the agents of a national enterprise. In these latter days, 
in Britain at least, the boom has lost its old exuberance and 
the depression has become more prolonged and more highly 
organised. For with fewer and larger firms there is more know- 
ledge about competitors’ activities and it is less easy for new- 
comers to enter the field ; in some cases it is praotically impossible. 
While the inherent instability of the P — W t relation is therefore 
still present, aided by the lack of planning or co-ordination in the 
system, it is not so likely to lead to a prolonged and intensive 
boom as previously. Disillusionment oomes sooner, before the 
economy has expanded to the full extent of its capacity; and 
when it does come it is not met as hitherto by wholesale bank- 
ruptcies, as in the days when there were hundreds of small 
competitors, but more often by an agreement between the 
competitors (only a handful in many cases) on restriction of 
production and maintenance of prices. 


V 

Having studied the implications of our equation from the short- 
term point of view, we may now proceed to discuss the long-term 
aspect. There are two factors affecting the long-term rate of 
profit : firstly, the amount of profit ; secondly, the amount of 
oapital employed. The latter point has hitherto been ignored as 
having comparatively little bearing on the short-term situation; 
but when we come to the long term it obviously has very great 
importance. In twenty years, for example, the total amount 
of capital, even though increasing slowly, may have doubled, 
with the result that unless there is an equivalent increase in the 
amount of profit earned, the rate of profit will have fallen. Now, 
in a progressive state, in which W t is positive, the annual in- 
crements to total capital employed will have a continuously 
depressing influence on the rate of profit, unless there is a 
compensating rise in P. Our problem therefore is to examine the 
long-term trend of P. 

We mjist first note that in the long term the tendenoy will be 
for F to move parallel to P. The item rent may, it is true, show 
a secular tendency to increase, with the increase of population 
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and income ; but it represents only a minor proportion of the 
whole. Interest, on the other hand, will move normally in the 
same direction as business profits. The margin between the two 
may vary with changes in commercial conditions and practice and 
with the so-called schedule of liquidity preferences. But since 
interest and profit are both in the final analysis different forms of 
return on the investment of capital, the general rule will be for 
them to move parallel. It will be better, therefore, if we transfer 
the item F to the left-hand side of the equation so as to give us 
gross profits (O), the movement of which in the long term will 
represent the direction of movement of P. So O = W t + T — 8. 

We shall assume for the purposes of illustration that the 
long-term period under discussion is one of increasing national 
income, both absolutely and per head. Taking the terms of the 
equation one by one we receive the following impressions : 8 will 
tend to rise, at least parallel with the increase of national income ; 
T will also tend to rise on account of the increase of national 
income, but it may tend to fall on account of the gradual' re- 
duction in the size of the purely capitalist class (one person with 
an income of £2000 per year will probably spend less on con- 
sumption than two persons with incomes of £1000 per year each). 
Furthermore, with the growth of savings made by salaried persons 
for security, insurance, superannuation, etc., there may be an 
increasing proportion of income earned on capital which is auto- 
matically saved. The same tendency may be indicated by the 
growth of undistributed profits as a proportion of total profits, 
due in part at least to the favourable treatment of undistributed 
profits in respect of taxation. The analysis of T therefore is 
inconclusive ; the weight of argument seems to fall on the side of 
a gradual fall in T over the long term. If this is so, the change in 
both the items T and —8 is negative and the whole burden of 
maintaining (and increasing) O rests on W t . 

W t is directly proportional to new investment. In the long 
term, therefore, the movement of gross profits is directly dependent 
on the scale of new investment activity, which, in order to main- 
tain a given level of gross profits, must increase by at least as 
much as the fall in capitalist consumption plus the increase in 
workers’ savings. And if it is desired to maintain a given rate 
of gross profit, then new investment must increase by an additional 
amount each year sufficient to compensate for the annual growth 
of the total value of capital employed. It is evident therefore 
that (unless there is a rise in T or a fall in 8) the only possibility 
of maintaining a given rate of gross profit is through a steadily 
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increasing rate of new investment, an increase which will take the 
form of a geometrical progression. 

There is in the long term, as in the short, an inherent element 
of instability about the system. A system whioh calls for a 
constantly increasing rate of new investment in order to maintain 
the existing rate of return on capital is one whioh seems on the 
face of it so absurdly unworkable that it is a miracle that it should 
have survived so long. There are, however, other faotors which, in 
my opinion, have helped to overcome this difficulty in the past. 

Under widely competitive conditions the repercussions of a 
general programme of investment are different from those arising 
in conditions of highly monopolistic competition. In a market 
of several hundred competitors there is little danger that the 
application of a new process will be made by all producers at onoe. 
The new plant brought into operation by the more advanced 
producers will undercut that operated by the more baokward, 
and the gain of one producer will be at the expense of another, 
for whom the more fortunate has no feelings of responsibility, 
financial or otherwise. As the number of producers shrinks, 
however, it is less and less possible for one producer to gain a long 
lead on all the others; and even when he does do so, his com- 
petitors are financially strong and powerful enough to stand the 
racket for quite a time — long enough in many cases to overcome 
their handicap. Nor is it any longer so easy for a complete new- 
comer to penetrate the market, bringing with him nothing but his 
new equipment and having no vested interest in the old. In the 
days of smaller and more competitive units such invasions of 
foreign territory were quite feasible and were, of course, a great 
stimulus to the rate of investment. In the present generation a 
largft..firm has to weigh up many tricky possibilities before it 
launches out into new investment even in its own market. Can 
there be any guarantee that competitors will not follow suit? 
In that case the market may be glutted from all sides and no one 
will be the gainer. It is not surprising, therefore, that the big 
producers should be driven quite frequently towards the trade 
agreement on prices, output, and the rest, as the only means of 
preventing cut-throat competition and mutual impoverishment. 

There is a further point of difference between competitive 
and monopolistic conditions, a point which has probably had even 
more bearing on the rate of new investment than those hitherto 
discussed. . When a producer is undercut and beaten, not only 
does his successful rival accumulate his previous customers, who 
provide the additional revenue whioh justifies the new investment 
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made, but actual losses are incurred by the defeated, firm. These 
losses provide a sort of premium to the system as a whole; the 
community benefits from the death of one of its members. Stated 
in terms of the symbols used above, the position is as follows : 
in the first instance a successful competitor acquires by his 
activities a greater proportion of the aggregate of profits of the 
community as a whole. These come out of. T, etc. — t.e., 
from the expenditure on consumption of the capitalists and those 
workers who are employed on making goods for investment. 
But if, in addition, an individual firm makes a trading loss, then 
there is a portion of that firm’s W 1 payments which are in the 
bands of consumers and which are not needed to cover the opst 
side of the trading account. They become therefore, for the com- 
munity as a whole, a net addition to profits. 

Competition can claim a strange but vitally important quality ; 
it is a system which grows by feeding on itself. The losing con- 
testants in the struggle for existence are discarded and “ liquid- 
ated,” but their memory lives on; the bread which they have 
thrown upon the waters comes back to their successors as strength 
and sustenance and as a justification of the enterprise of the 
competitors who brought them to their doom. In this manner 
competition provides a stimulus to investment which overcomes 
the depressing factors previously examined ; and in so far as W s 
is lifted to a higher level, so O also is automatically raised for the 
community as a whole. But in the period of increasing monopoly 
these advantages diminish; and today we live in the period in 
which the depressing factors reign supreme. 

Having studied the Profit Equation from both the short- and 
the long-term points of view, it is time to summarise the argument. 
The interdependence of P and W t in the short term is the under- 
lying cause of the instability typical of an unplanned economy. 
Boom conditions are cumulative up to the point at which the new 
capital threatens to destroy the earnings of the old. “ Crisis ” 
supervenes and the spiral reverses its action. The ensuing 
depression is longer and more severe under conditions of monopoly 
than ill competition. In the long term' the gross rate of profit is 
subject to the continuously depressing influence of the inability 
of investment to keep pace with (1) the growth of workers’ 
savings, (2) the reduction in capitalist expenditure on consumption, 
and (3) the constantly increasing value of the total capital em- 
ployed. These depressing influences are overcome in conditions 
of competition through the^sacrifioe of the defeated and the 
accrual of their losses to the benefit of the successful. With the 



THE ECONOMIC JOURNAL 


380 


[SEPT. 


passing of these conditions the long-term depressing influence on 
the rate of profit is reinstated. 


VI 

We can now return to the Keynesians. When interpreted in 
terms of our fundamental equation their prescription amounts to 
this : that the Government should take measures which will raise 
the level of profit, by introducing a new factor on to the right- 
hand side of the equation, namely Government expenditure. 
If we call this factor E 1 the equation now reads : 

G=W S + T -S + E. 

The character of E fe determined by the source from which it is 
derived on the one hand and the purpose for which it is used on 
the other. The source may be either borrowing or taxation. In 
either event the money must (by definition) come primarily from 
the unspent incomes of the capitalists. The purposes on which 
the money is spent may be manifold ; the object is to put the 
money into the hands of the working-class, either as a direct 
increase of their income in the form of an allowance or a subsidy, 
or in return for work performed, when it is spent on employment 
in the building of roads, schools, etc., or in the provision of 
services such as teaching, doctoring, etc. 

What effect can these measures have on the employment 
situation? The logic of the proposals is that an increase in E 
will raise G, and thus stimulate employment — on the assumption 
that when profits rise business-men expand their activities and 
order new machinery. This assumption is pretty well correct in 
normal times and in competitive conditions. But the unique 
feature of the situation we are now considering is that in order to 
raise gross profits the incomes derived from those profits are to be 
taxed, or at least the savings out of those incomes borrowed; 
the incentive provided by increased consumer demand is thus to a 
greater or lesser degree negated by the manner in which con- 
sumers are provided with their extra incomes. The force of this 
“ disincentive ” depends on several considerations : ^firstly, 
whether the Government expenditure iB financed by taxation or 
by borrowing; secondly, whether the Government expenditure 
is used to finance enterprises which enter into competition with 
private enterprise or is directed into more “ harmless ” channels. 

The taxation of profits in order subsidise workers’ incomes 

1 For the purpose of this article I shall define E as the net effect of Government 
transactions on the income of the workers. 
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so as to improve demand is a self-negating operation, and can 
hardly be expected to lead to any improvement in employment. 
There will also be repercussions, such as a reduction in T and 
an increase in 8, which will leave the level of profits lower in 
the final analysis than they were before the policy was brought 
into operation. Full employment cannot be achieved by taxation 
alone in a free enterprise economy. It may be suggested, it is 
true, that, provided the taxation falls on all capitalist incomes 
equally, and since all the benefit of the increased consumer 
demand accrues to net profits, there will be a certain transfer of 
income from fixed incomes (rent and interest) to business profits, 
which will provide an incentive for greater employment. But it 
is doubtful whether the rentier and business sections of the 
capitalist class are sufficiently distinct to give any basis for 
this argument; and there are still the repercussions of T and 8 
to be contended with. 

If, on the other hand, the Government expenditure is financed 
by loans, the situation is rather different. The capitalists, who 
are providing the source from which increased consumer demand 
is financed, do not lose title to their wealth ; they become the 
owners of a Government debt, and are entitled to an annual interest 
payment out of national revenue. The growth of the national 
debt becomes the means of increasing profits, and the increase in 
the profits is in turn converted into more national debt. In 
effect therefore business-men are invited to increase employment 
in return for increased holdings of the national debt. Now this 
proposition may be acceptable for a limited period and in special 
circumstances. Thus it is acceptable in time of war when no 
better alternative presents itself, and when it is also taken for 
granted that the process will not go on for ever. Even so, there 
is not much enthusiasm for the arrangement. But do these con- 
ditions obtain in times of peace ? It does not seem to me to be 
a practical proposal as a long-term policy. The donkey may 
follow the carrot for a limited period, but once he becomes con- 
vinced that he is merely operating a mechanism which keeps the 
carrot out of reach, he will cease to show any further interest. 
Interest on the national debt is, as we all know in these en- 
lightened days, a transfer payment ; apd within the framework of 
a full employment policy that transfer becomes merely a transfer 
from one pocket of the capitalist class to the other. Increased 
holdings of the national debt do not therefore represent increased 
accumulations of real wealth to the capitalist class. 

Even, however, in the short term, in which a policy of deficit 
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financ ing may be acceptable to free enterprise, there are striot 
limits to the purposes for which the money may be used without 
becoming a brake* on private industry. If, for example, the 
Government seeks to enter a field in which it is in direct, or even 
indireot, competition with private firms, it will be threatening to 
undercut the profitability of the private sector, and to that extent 
reducing the effectiveness of its deficit expenditure on the in- 
centive to increase employment. This is the reason for the 
curious preference, noted by J. M. Keynes, for “ wholly * waste- 
ful ’ forms of loan expenditure rather than for partly wasteful 
forms.” 1 

Our conclusion is that the Keynesian prescription for “ full 
employment in a free society ” is applicable only as a temporary 
policy of deficit finance, and provided that the money is only spent 
on purposes which do not bring the Government into competition 
with private business. The situation is not, however, one which 
calls for merely temporary remedies, nor can any Government, 
in Britain at least, afford to divert any large part of its labour 
force into “ harmless ” forms of employment. The truth is that 
full employment under present conditions must involve a very 
great increase in the rate of new investment, not merely on account 
of the labour which must be absorbed, but because of the powerful 
needs of re-equipment and reconstruction of many of our most 
vital • industries and services. Such an intensive investment 
programme would temporarily raise the level of profits; yet it 
is very doubtful if private industry, in its present monopolistic 
state can be expected to make the effort, for fear of the ultimate 
depreciation of its existing capital holdings. Nor is industry any 
more happy at the prospect of the Government taking over 
its investment responsibilities. Who then is to cut the knot? 
May not the system of private enterprise have to yield eventually 
to the planners ? 

H. F, Lydall 

Welwyn Garden City. 


1 General Theory , p. 129, 



CAUSES OF THE SUPERIOR EFFICIENCY OF U.S.A. 
INDUSTRY AS , COMPARED WITH BRITISH INDUSTRY 1 

The theory that the superior efficiency of the U.S. industry 
is due to the larger size of the market is expressed in each of 
three different forms. The first form of the theory is that the 
individual enterprises in the United States enjoy the advantages 
of larger markets. If the advantage is indeed of this form, it is 
difficult to see why England should not secure similar advantages 
by having relatively fewer firms in each industry. 

The second form of the theory is that the groups of firms in 
each industry in the United States enjoy a larger market for the 
product of the industry. If this is the form of the advantage which 
the United States enjoy, then England could secure the same 
advantages if she concentrated her industrial effort upon a smaller 
number of industries, so that each of these industries would secure 
a larger world market. 

The third' form of the theory is that the United States secures 
greater efficiency of production because of the greater size of 
her whole economy. This is the only one of the three explanations 
which indicates a final reason for the United States advantage 
which England cannot hope to overcome. But an examination 
of the historical evidence and a study of the variation of pro- 
ductivity between different countries to-day both throw consider- 
able doubt upon whether this third kind of advantage due to the 
large Bize of the economy as a whole is really so very important. 

Historical Evidence 

The superior efficiency of the United States industry is no 
new phenomenon. Indeed, as long ago as 1870 the superiority in 
efficiency of the United States industry over the British seems 
to have been as great as it is to-day. But in 1870, the market for 
the United States industry as a whole was probably smaller than 
the market for British industry as a whole. It is therefore difficult 
to account for the superior efficiency of the United States industry 
to-day by reference to the larger size of its market to-day. 

1 This article has been compiled from some unfinished notes left by Erwin 
Kothb&rth at his death. Alterations have been reduced to a minim u m for fear 
of misrepresenting the author's original ideas. 

No. 223. — voii. lvi« a » 
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It is difficult, of course, to make any precise comparison 
between the size of the United States market and the British 
market ; one reason for this is that we have to make due allowance 
for transport costs when we measure the size of the market ; 
we must also make allowance for the average purchasing power of 
the individuals who compose the market. The question which 
we have to answer is : How many units could the United States 
industry sell if the price charged ex-factory were the same as the 
price charged ex-factory by British industry? But all that we 
know is the actual number of units sold by United States industry 
and British industry respectively in various localities. Only 
when we can find localities with similar purchasing power, but 
which, owing to different distances from the source of supply, 
pay different prices for the same product, are we able to isolate 
and measure the influence of transport costs on the size of the 
market. We may then estimate the size of the market as 
being the aggregate amount which can be sold for a given 
ex-factory price a, say, which will be equal to P — yrr, where 
P is the price paid at the selling point, tt is the transport cost 
per mile, and y is the distance of the selling point from the 
factory. 

No such refined calculations are needed in order to show that 
the United States market in 1870 was less than the British market, 
for at that time the population of the United States was no larger 
than that of the United Kingdom, and it was thinly spread over 
the vast area of the continent. Since transport costs by land were 
then much higher than transport costs by sea, their effect in 
reducing the United States market was far more serious than their 
effect on the United Kingdom market. Moreover, with low marine 
transport costs, the United Kingdom was able to sell its goods to 
Belgium, Holland, France and parts of Germany and Italy far 
more easily than the eastern states of the U.S.A. could sell to the 
states of the far west. It is therefore clear that the United 
Kingdom was selling to a larger market than the United States in 
1870, so that the relatively higher efficiency of the United States 
industry at that date cannot have been due to any superiority 
of the size of the market which they served. 

Evidence from Interregional Comparisons 

Further doubt is cast on the theory that a large market for 
the whole economy is the source of the United States efficiency 
by the fact that the industries of the Southern States of the U.S.A. 
are not particularly efficient, although they have as easy an access 



1946 ] EFFICIENCY OF U.S.A. AND BRITISH INDUSTRY 


385 


to the large markets as the industries of the rest of the U.S.A. 
On the other hand, the industries of Australia, Canada, New 
Zealand and Argentina all show high efficiency without having 
access to particularly large markets. On these grounds, we are led 
to reject the theory that the availability of a large market is the 
explanation of the high efficiency of U.S.A. industry. 

Alternative Theories to Explain U.S.A. Efficiency 

“Age of Industry ” Theory. The superior efficiency of United 
States industry is sometimes attributed to the fact that it de- 
veloped more recently than the British industry, and was thus 
able to adopt more up-to-date techniques. British industry was, 
on this theory, hampered by the possession of antiquated equip- 
ment on which it had to pay overhead charges. It is doubtful, 
however, whether a detailed comparison of British and American 
industry would lend much support to this theory. 

On the other hand, it is certainly a common belief that 
American industrialists are always more ready to scrap industrial 
equipment than are their British counterparts. This may be due 
to capital being more readily obtainable in the United States, but 
it may also be due to a psychological difference between the 
adventurous employers of the United States and the more con- 
servative British employers. It is interesting to speculate how far 
the superior efficiency of the United States industry may be due to 
a readiness to take on a venture which is in fact quite irrational 
from the point of view of the individual employer concerned, 
although it benefits his country by increasing efficiency and 
stimulating business. 

Availability of Land. In any country where land is readily 
available in large quantities, labour is likely to be expensive. 
For the income of the industrial worker must be sufficiently high 
to present an attractive alternative to his cultivating the land for 
his own profit. Thus the high productivity of labour in American 
industry at the beginning of this century can be explained by the 
fact that industry had to instal labour-saving equipment and to 
economise in the use of labour until its productivity was sufficiently 
far higher than it was in agriculture to enable relatively attractive 
wages to be paid in industry. The same explanation will account 
for the high productivity of labour in Canadian and Argentinian 
industry until quite recently. Kaldor has raised an objection to 
this theory by pointing out that in American industry the pro- 
portionate share of labour in the total product has always been 
lower than it is in British industry. This does hot seem to be a 
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valid objection to the theory; for the superficial paradox is 
explained by the following facts : (1) American industry is more 
highly mechanised than British industry ; (2) the supply of labour 
is less elastic compared to the supply of capital in U.S. industry 
than in U.K. industry. 

Size of Market for Standardised Products. The ease with which 
the United States industry has been able to install mass-production 
methods is probably due as much to the structure of the buying 
public as to anything else ; for the United States public is very 
ready to buy standard articles which are not differentiated by 
marked individual features. In the United Kingdom, on the 
other hand, there remains an aristocracy and a middle class 
'impregnated with aristocratic ideas, who reject mass-produced 
articles and insist on articles with individual character. These 
fancy goods cannot be mass-produced conveniently because the 
process of production differs between all the specialised articles 
and it pays small firms to specialise in the production of particular 
products. 

If this theory of the successful use of mass production in the 
United States were correct, it might be expected that the “ colonial ’ ' 
countries would have benefited to the same extent, since they also 
serve a public which is content with standardised goods. The only 
reason that firms in the “ colonial ” countries are not in fact found 
to have grown to the same extent as those in the United States, 
is that their transport costs are considerably higher, so that no 
individual firm can grow beyond a certain point without coming 
up against market limitations. 

Both these last two explanations are valid, and account for the 
superior efficiency of United States industry. On the one hand 
the availability of large amounts of land and the consequent 
scarcity of labour have stimulated industry to install labour-saving 
machinery which has resulted in high efficiency. On the other 
hand the same plenty of land and scarcity of labour have resulted 
in a social structure which has put purchasing power in the hands 
of those who are ready to buy large quantities of standardised 
goods but who do not favour the purchase of aristocratic goods of 
high individual quality. Thus the special structure of the market 
in the United States has resulted in the production of products 
where the economies of mass production by labour-saving 
machinery have been particularly high. Both our explanations 
go back to the ample supply of land in the United States as the 
fundamental explanation of the superior efficiency of her industry 
to-day. 
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Objections to the Last Two Theories 

One obvious objection to these theories is that land is no 
longer 4 free good in the United States. This is quite true, but 
it is only claimed that in the first instance the ready availability 
of land and the consequent scarcity of labour caused the United 
States industry to become more efficient than that of any other 
country. Once the tendency towards large-scale production had 
become established it became self-reinforced and operated in- 
dependently of its original cause, because it had created a buying 
public which was predisposed to pay for large quantities of mass- 
produced goods. In the United Kingdom, where industry never 
began to become efficient in mass-production methods, the market 
remained specialised and the forces of market imperfection are 
much' more deeply ingrained, so that the size of the market and 
mechanisation and output per head all remained limited. The 
preference for “ craftsmanship ” in British industry is probably 
due to this fact of aristocratic buying habits and to the relative 
abundance of labour much more than it is due to the lack of 
scientific training of British business men. 


Economies of Large Scale 

The advantages which the American economy has derived 
from the large scale of production have been very considerable, 
although they may in some cases have been exaggerated. They 
may all be explained in terms of the complementarity of in- 
divisible processes of production. 

One example is the large scientific instruments industry in 
the United States which supplies an industry which consists of 
large firms. One of the chief reasons for the large size of the 
firms in the consuming industry is the indivisibility of some of 
the productive units which they employ. It is only because there 
is a considerable number of these large consuming firms that the 
mass production of scientific instruments in the United States 
is profitable. 

During the war a large number of meohanioal devices for 
making measurements and for the operation of quality control werfe 
produced and used in the United States. There grew up on this 
basis a very large industry for the production of these machines. 
It may be argued even in this case that although the great size 
of the whole United States eoonomy facilitated the rapid intro- 
duction of suoh machines, their use need not really be confined to 
large-scale industries, and that the extensive and profitable use 
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of these devices in America was chiefly due to the scientific 
outlook of the managers of the large American firms. Indeed, the 
scientific instruments industry in Sweden is also very highly 
developed although they had to start from small beginnings with 
a small market and to build up their export connection. In that 
country the early growth of the industry depended upon the high 
development of actuarial mathematics and the use of calculating 
machines by insurance companies. 

It would be absurd to suggest that the advantages of large- 
scale production are solely based on the indivisibility of certain 
productive processes. The point is that large scale is an ad- 
vantage whenever there are complementary relations between 
large-scale productive processes. This may be illustrated by 
means of an imaginary example. Suppose that the optimum size 
of a blast furnace is large for reasons connected with fuel economy, 
and that the products of the blast furnace are used by a rolling 
mill where the optimum size is also large. Then, unless the capacity 
of the rolling mill is an exact multiple of the capacity of the blast 
furnace, it will be necessary to use more than one rolling mill in 
order to maintain both the blast furnaces and the rolling mills in 
continuous production. Indeed, if the ratio of the capacity of 
the rolling mill to that of the blast furnace is some inconvenient 
fraction, such as 7 to 5, it will evidently be necessary to use quite 
a large number of rolling mills (5 in our, example) to ensure 
continuous working of both the blast furnaces and the rolling 
mills. 

Too much stress must not be attached to arguments of this 
kind. For example, it has been argued that the high cost of 
scientific research gives an advantage to large firms. But 
theoretically scientific research could be carried on by independent 
organisations who would sell their results to firms of all sizes. 
Although small and medium firms could theoretically share the 
advantages of scientific research in this way for a moderate fee 
and without incurring the heavy cost involved by carrying out 
their own research, such a solution is not practicable under present 
conditions because of the high degree of business secrecy and 
because of the lack of scientific training amongst the managers of 
medium and small firms. For these reasons, large firms do 
secure an advantage under this head, but these advantages 
depend upon the secretiveness of industrial managers rather than 
on the large scale of the enterprises. 

In general, we find that what at first seems to be an advantage 
due to large scale frequently turns out to be an advantage con- 
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tingent on various special features of the present productive 
system. For instance, the advantage may depend on the character 
of the buying public, or on the imperfection of the division of 
labour which is itself due in the last resort to the monopolistic 
tendencies of a produptive system run for private profit. The 
private ownership of the firms then limits the scope of enterprise 
and scientific initiative, whereas if there was division of labour 
that -enterprise would obtain fuller scope. 

It is still true, on the other hand, that in a large economy 
like the American economy private enterprise itself will often 
provide the remedy, whereas in a smaller economy only the State 
can provide the scientific research or other services needed. Thus 
private enterprise in the United States provides widespread 
information based on market research, and there are also firms 
providing specialists in quality control techniques. The reason 
for this is the development of the scientific outlook amongst the 
managements of many large firms in the United States. Once 
such a service as market research has been provided at all through 
a market, competition tends to spread it to a far wider circle 
of firms than the large firms who in the first instance fostered its 
provision. Where there are a sufficient number of large firms to 
introduce the service in the first instance, they enable it to be 
provided eventually for large and small firms alike. This ex- 
perience in the United States suggests that in smaller countries 
although public intervention may be necessary for providing 
such services in the first instance, yet once their use has become 
widespread the provision of them could be taken over from the 
State by a number of competing private firms. Experience alone 
can decide whether this is so, and unless the market proves 
sufficiently large to allow competition to develop in the provision 
of the service, the State should continue to provide it. 

The Future of the Small Firm 

Although under present conditions large firms in large in- 
dustries certainly do secure several advantages over small firms, 
these advantages are likely to become less important as scientific 
training becomes more widespread so that a larger number of 
competent scientists can be employed at moderate salaries. 

The availability of scientifically trained staff will give a new 
lease of life to the small firms in those industries where production 
at & small scale can be partially standardised. When the* small 
firm is almost as well staffed with scientists as the large firm, it 
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will have overcome one of its greatest disadvantages, and various 
advantages of small scale will again be felt. 

The ohief of these advantages is that the manager of the small 
firm oan devote his individual judgment to every stage of his 
business both in manufacturing and marketing. There are 
other advantages also : for example, there is more soope for 
enterprise in small business than in large business. Another 
advantage, which largely accounts for the preference of Jewish 
employers for small business, is that the human relations in 
small firms are less impersonal than in large firms. Another 
potential advantage, which will be felt only when technical 
knowledge has become widespread and trade unions are firmly 
established in all firms, is that small firms should be able to 
provide more scope for the workers. 

For these various reasons, the spread of scientific training 
and a reasoned outlook is likely to diminish the purely economic 
advantage of the large firm, so that men of independence and 
judgment will more often choose to accept the hazards of small- 
scale business because of the variety and the interesting oppor- 
tunities for individual enterprise which it offers them. 

E. Rothbarth 



THE WORKING OF RUBBER REGULATION 1 


I 

I. The International Rubber Regulation Scheme was in effective 
operation from June 1934 to the early part of 1942, and during 
this period it controlled 97% of world rubber exports. It was a 
quota scheme, 1 with basic quotas allotted to the participating 
territories (which covered over 99% of the area under rubber), 
and exports were restricted in accordance with rates of release 
prescribed by the International Rubber Regulation Committee 
(I.R.R.C.). This body of representatives of the participating 
countries was throughout its existence presided over by a high- 
ranking British civil servant, who was leader and voting member 
of the Malayan delegation. The leader and voting member of 
the Netherlands East Indies (N.E.I.) delegation was also a 
high Government official. With quantitatively insignificant 
exceptions, all the voting members were Government officials. 
The scheme applied equally to estates and small-holdings. 3 
It is relevant to what follows that, before the Japanese War, 

1 Extracted from material collected by the writer a a Leon Fellow of the 
University of London. 

1 Some definition of these terms is necessary. By Quota is meant the agreed 
notional productive capacity, under reasonably favourable conditions, of each 
individual territory, calculated on the basis of 1929-32 exports, with allowances 
for areas immature during this period. The permissible output of any year 
was determined by the Rate of Release fixed by the International Committee. 
The Actual Output in any year was usually in close accord with the Rate of Release. 

* The distinction between estates and smallholdings has always been clear, 
although the official line of division varies slightly in the different rubber-pro- 
ducing territories. The estates are units of several hundred or thousand acres 
each, operated with substantial capital, and employing a large labour force in 
receipt of a cash wage. The smallholdings are essentially peasant holdings of 
two or three acres each, usually worked by the owner and his family, occasion- 
ally employing outside labour on a share basis. The smallholders are practically 
always referred to as natives, which is formally inaccurate for Malaya, British 
North Borneo and Sarawak (though not for the N.E.I.), where many of. the 
holdings are owned and worked by Chinese and not by Malays. Moreover, 
“ native ” carries a connotation of inefficiency which oertainly does not apply. 
Measured by long-period supply price, the smallholders are the more efficient 
elasB, though their methods necessarily differ from those of the estates. For 
example, the much greater planting density on smallholdings reflects the absence 
of cash wage costs; speaking broadly, the smallholder tries to maximiso the yield 
per acre and the estate the yield per tree— a point very generally overlooked 
by European observers. The economics of the different planting densities is an 
interesting and complex subjeot which cannot be discussed* in detail here. l 
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rubber was not only much the most important export from the 
British Colonial Empire, but that it was also easily the most 
valuable cash crop grown by smallholders in the British or Dutch 
colonies. 

2. Under the Stevenson Restriction Scheme (1922-28), 
the average assessment per mature acre of Malayan smallholdings 
was about one-half of that of estates . After the withdrawal of that 
scheme, yields per mature acre on smallholdings were regularly 
much in excess of those on estates (cf. Table IV, below), revealing 
the very substantial under-assessment of the smallholders under 
the Stevenson Scheme. When the 1934 Rubber Regulation Bill 
was debated in the F.M.S. Federal Council, the Malay spokesman, 
while supporting the proposed measure, anxiously pleaded for a 
fair share for smallholders in the Malayan territorial quota; 
he was given emphatic and specific assurances that this time 
justice would be done. 

In the light of these assurances, the following five tables 1 
are of interest. The first two are purely formal summaries of the 
division of the Malayan quota. 


Table I 

Internal Distribution of the Malayan Territorial Quota * 1934-40. 



Estates. 

Smallholdings. 

Thousand 

tons. 

Per cent, of 
Malayan 
quota 

Thousand 
. tons. 

Per cent, of 
Malayan 
quota. 

1934 . 

312 5 

61*1 

199-1 

38-9 

1936 . 

334-6 

62-6 

200-4 

37-5 

1936 . 

362-6 t 

61-7 

219-4 

38-3 

1937 . 

373 2 

61-8 

230-9 

38-2 

1938 . 

377-4 

61-7 

234-6 

38-3 

1939 . 

396-9 

01*9 

244-0 

38-1 

1940 . 

407-4 

62 3 

246-4 

37-7 


* The total of these quotas slightly exceeded the Malayan territorial quota, 
and this necessitated the eventual introduction of internal cuts (reductions m 
rates of release below the internationally agreed rate). 

t For administrative reasons, some properties owned by Indian money- 
lenders were transferred in 1936 from the estate to the smallholdings quota. 
Their assessments totalled some 6,000 tons, and to this extent all the tables 
slightly overstate the “ true ” smallholdings quota from 1936 onwards. , 


1 They tiave been derived from the official Annual Reports of the Controller 
of Rubber, and from the official annual Malayan Rubber Statistics Handbook , 
supplemented in a few instances by reference to the records of the I.R.R.C. 
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Table II 

Quotas of Malayan Estates and Smallholdings expressed in 
lb. per acre, 1934-1940. 


(To the nearest 5 lb.) 



Estates. 

Smallholdings. 

Per acre. 

Per mature 
acre. 

Per acre. 

Per mature 
acre. 

1934 . 



360 

385 

340 

365 

1936 . 



375 

405 

340 

355 

1936 . 



395 

420 

375 

385 

1937 . 



415 

440 

395 

400 

1938 . 



425 

450 

400 

405 

1939 . 



430 

470 

405 

420 

1940 . 


• 

435 

500 

405 

425 


The results of the quota division emerge from Tables III-V. 


Table III 

Comparison of Previous Output * of Malayan Estates and 
Smallholdings urith their 1934 Quotas . 

(Tons, to the nearest 5,000 tons.) 



Estates. 

Small- 

holdings. 

London 
price, 
pence 
per lb. 

(a) Output for calendar year 1933 . 

240,000 

220,000 

3*2 

(6) Output for twelve months ending May 
1934 

250,000 

250,000 

45 

(c) Annual rate of production based on 
seasonally corrected output, March- 
May 1934 ..... 

265,000 

300,000 

5-8 

(d) 1934 quotas ..... 

310,000 

200,000 

— 

(e) (d) as per cent, of (a) ... 

129 

91 

— 

(6) ... 

124 

80 

— 

(c) t • • • 

117 

67 

— 


* These are production figures ; stock changes are aUowed for. 
f In the spring of 1934 the price was nearer to the price visualised under 
restriction than it had been in 1933. The quotas of different classes of pro- 
ducer may be considered fair if their ratio is roughly proportionate to approxi- 
mate unrestricted outputs at the prices envisaged under restriction. This lends 
special interest to the comparison of (c) with (d). 
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Tabid IV 

Annual Output of Rubber per Mature Acre of Malayan Estates 
and Smallholdings, 1929-40. 


(Lb., to the nearest 5 lb ) 



Estates 

Smallholdings. 

Smallholdings 
as per cent, 
of estates. 

1929 





410 

485 

118 

1930 





380 

460 

121 

1931 





375 

445 

119 

1932 





365 

385 

106 

1933 





355 

465 

131 

1934 





Regulation introduced during the year 

1935 





295 

240 

81 

1936 





275 

230 

84 

1937 





375 

330 

88 

1938 





290 

200 

69 

1939 





290 

200 

69 

1940 





410 

370 

90 


These figures have been calculated by dividing the actual output by the 
mature area, t e , by the acreage five or more years old The sharp fluctuations 
m the last column in 1932-33 reflect the smallholders’ leaction to the very low 
prices of 1932, and to the recovery of 1933, and show the forward rising supply 
curve of smallholders’ rubber The very low figures in the last column in 1938- 
39 are explained by sales of rights by smallholders to estates ; in 1940 the sales 
were in the reverse direction These transactions are discussed m the text 


Table V 

Shares oj Estates and Smallholdings in Malayan Rubber 
Production , 192&-40 



Estates 

Smallholdings 

Tons 

As per cent, 
of total 
Malayan 
production 

Tons 

As per oent. 
of total 
Malayan 
production 

1929 

246,000 

65 2 

200,000 

44 8 

1930 

236,000 

54 6 

197,000 

45 4 

1931 

240,000 

55 1 

197,000 

44 9 

1932 

240,000 

57 6 

177,000 

42 4 

1933 

240,000 

52 2 

221,000 

47 8 

June-Dee 1933 

149,000 

50 9 

144,000 

49 1 

June 1933-May 1934 . 

251,000 

49 7 

253,000 

503 

Jan -May 1934 

102,000 

48 3 

107,000 

51 7 


Regulation introduced. 


June-Dee 1934 

160,000 

59 7 

108,000 

40-3 

1935 

243,000 

64 0 

137,000 

36*0 

1936 

233,000 

63 9 

132,000 

36 1 

1937 

314,000 

62 4 

189,000 

37 6 

1938 

246,000 

68 1 

115,000 

31*9 

1939 : . . j 

245,000 

67 7 

117,000 

32 3 

1940 

334,000 

60 8 

215,000 

39 2 
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The implication of these tables is clear. To forestall possible 
objections, it must be stated at once that sales of rights from 
smallholders to estates, whether directly or indirectly (via dealers 
who buy coupons first and uncouponed rubber subsequently), 
were negligible during this period, except in 1038 and 1939, 
when such sales took place to a small extent — about 6% of the 
total quota in each year. In 1940 net sales were in a reverse 
direction, and the estates sold rights to smallholders via the 
dealers. The position can be ascertained at a glance by compar- 
ing the shares of estates and of smallholdings in Malayan produc- 
tion (Table V) with their shares in the quota (Table I). The 
different trends of the outputs of estates and of smallholdings 
reflect the enforced curtailment of the latter. It needs also to 
be stated that there was no “ overtapping ” by the smallholders 
in the years before the introduction of regulation. An official 
inquiry on bark consumption and bark reserves on Malayan 
smallholdings took place in 1931-33, and it found that the rate 
of bark consumption was far lower than had been believed, and 
that it was not in excess of the rate of bark renewal ; bark reserves 
on the trees averaged about 1\ years’ bark consumption. 1 ' * 

It is possible to estimate very roughly the loss inflicted on 
smallholders by their under-assessment. If the shares of estates 
and smallholdings in the quota had been proportionate to their 
probable unrestricted outputs at prices visualised under restric- 
tion, the quota would have been divided about equally. If the 
estate and smallholdings’ quotes had been calculated on the same 
basis as had been internationally adopted for the computation 

1 The results of this inquiry were published in an official booklet. Bark Con- 
sumption and Bark Reserves on Small Rubber Holdings in Malaya (Department 
of Agriculture, S.S. and F.M.S., Economic Series No, 4, 1934). This was the 
first systematic inquiry into conditions on Malayan smallholdings, and had been 
prompted by the obvious need to revise widely held views. The results were 
in complete contradiction to the oft-repeated statements of officials and estate 
spokesmen on “squandering of bark reserves ’’ and “abnormally excessive 
tapping ” on smallholdings. It is of interest to note that while the setting up 
of the inquiry was fully reported in the Bulletin of the Rubber-Growers* Associa- 
tion, as well as in its 1931 Annual Report , no reference to the results can be 
found in these publications. The booklet is almost unknown in this country. 
Copies are available in the Colonial Office library and in the excellent library* of 
the Research Association of British Rubber Manufacturers. 

1 In the autumn of 1933 the application of rubber restriction to Malaya was 
considered by a committee of the Rubber-Growers* Association. Its recom- 
mendations were embodied in an unpublished but widely circulated report, 
intended chiefly for the benefit of the Malayan administrations. The suggestions 
on the internal division of the quota were remarkably fair, indeed favourable 
to the smallholders, and had the proposals of the representatives of large estates 
been adopted, the smallholders would have fared better than they actually did 
under the auspices of the local governments. 
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of the total Malayan quota, the division would have been about 
66% for estates and 46% for smallholdings. These estimates are 
subject to a margin of error, but on any reasonable basis of division 
the share of smallholdings should not have been less than 46%, 
and possibly about 48%, especially as it is explicitly claimed in 
the History of Rubber Regulation (p. 47) that official instructions 
were issued in 1934 that the smallholders were to be given the 
benefit of any doubt in the division of the quota. On this basis, 
smallholders’ quotas over the years 1934-41 should have totalled 
approximately 400,000 tons more than they actually did, and some 
two-thirds of this amount, say 270,000 tons, would have been 
exportable under the restriction scheme. Taking a conservative 
overall value of export rights at an average of 4 d. per lb. up- 
country throughout this period, the loss to smallholders may be 
estimated at about £10 million, or 85 million Straits dollars. 
As this came about through under-assessment of land which 
remained under rubber, there was little or no transfer of resources 
to other uses to be set against the loss. 1 

3. The data on the administration of rubber regulations in 
British North Borneo are incomplete, and no official figures are 
available before 1939 on the division of the territorial quota 
between estates and smallholdings. In that year the average 
assessment of estates was about 500 lb. per mature acre, and that 
of smallholdings about 215 lb., although the yielding capacity 
of the latter was unquestionably higher. From fragmentary data 
it appears that much the same ratio between the assessments of 
estates and of smallholdings prevailed throughout the operation 
of restriction. In 1936-37 a series of tapping experiments took 
place in Sarawak (just across the frontier from British North 
Borneo) under the auspices of the Malayan Survey Department. 
The average yield on the smallholdings examined was 489 lb. 
per mature acre. It appears that the smallholders were worse 
treated in British North Borneo than in any other territory. 2 

1 This is, of course, not to dispute the obvious fact that smallholders’ incomes 
were substantially higher under regulation than they would have been in its 
absence. For considerable periods Malayan smallholders enjoyed higher incomes 
by selling coupons without any work than they would have earned without 
restriction by tapping their trees. According to an American consular despatch 
in 1939: “ Malayan smallholders regard their export coupons as a pension . . . 
and would almost certainly object to the discontinuance of control*’ (LF.S. De- 
partment of Commerce, Rubber Newe Letter, December 15, 1939). 

* In Ceylon the per acre assessments of estates greatly exceeded those of 
the smallholdings, and it is highly probable that there, too, the smallholders 
were under-assessed, but for various technical reasons this cannot be shown so 
clearly as it can be for the other territories. 
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4. The N.E.I. native quota was also inadequate, so much so 
indeed, that this almost wrecked the whole regulation scheme in 
1936. For various reasons, chiefly the absence of acreage stat- 
istics and administrative changes and quota revisions, it is not 
possible to present a series of tables for the N.E.I. similar to Tables 
I-V for Malaya. There is, however, no lack of data to show in 
broad outlines the treatment of the smallholders. 

Table VI is analogous to Table III for Malaya. 

Table VI 

Comparison of Prevwus Output of N.E.I. Estates and Natives 
with their 1934 quotas. 


(Long tons, to the nearest 5,000 tons.) 



Estates. 

Natives.* 

London 
price, 
pence 
per lb. 

{a) Output for calendar year 1933 

170,000 

115,000 

3 2 

(b) Output for twelve months ondmg May 
1934 

180,000 

185,000 

4-5 

(c) Annual rate of production based on 
seasonally corrected output, March- 
May 1934 

220,000 

300,000 

5*8 

(d) 1934 quotas ..... 

205,000 

145,000 

— 

(e) ( d ) os per cent, of (a) ... 

121 

120 

— 

<*) ... 

114 

78 

— 

(<*) t 

93 

48 

— 


* For the natives exports have beon taken as output. The export figures for 
March-May probably include some reduction in stocks, and thus slightly over- 
state the actual output. The amount involved is, however, certain to be very 
small. The natives kopt no stocks, and dealers’ stocks were also comparatively 
small : moreover, the exports were fully in accordance with the rising trend 
since mid- 1933. 

f The considerations summarised in the second note to Table III also apply to 
these figures. Moreover, in the N.E.I. very large nativo areas were reaching 
maturity in about 1933-34 for which little or no allowance was made m the 
1934-35 quotas. It should also be noted that the supply of N.E.I. native rubber 
was definitely elastic, and the 1933 production was at a rate of only about one- 
third of the officially and very conservatively estimated capacity. 

5. During the first two and a half years of restriction, from 
June 1934 to December 1936, there was no individual restriction 
of native smallholders in the N.E.I., and their exports were kept 
in check by means of a special export tax (special as distinct 
from the ordinary ad valorem tax levied on the f.o.b. value of native 
exports). This was designed to depress the price of native rubber 
in the interior sufficiently to keep exports within the permissible 
limits, calculated from the total native quota and the international 
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Table 

The Working of the Special Export Tax 


JumUM- 



(1) 

Singapore 
price of 
medium 
blankets, 
expressed 
in pence 
per lb. 

(2) 

Ordinary 
N.BJ. 
export 
duty on 
native 
rubber 

as* 

arm of 
f.o.b. 
values, 
pence 
per lb. 

(8) 

Special 
N.BJ. 
export 
duty on 
native 
rubber, 
average 
rate for 
month 
(dry), 
pence 
per lb. 

i (4) 

Approx, 
cost of 
shipping 
from 

N B.I. 
port to 
Singapore, 
process- 
ing and 
market- 
ing, 
pence 
per lb. 

(5) 

Approx. 

expenses 

from 

interior 

to 

N.BJ. 
port, 
pence 
per lb. 

(«) 

Approx, 
average 
return to 
native 
producer, 
pence 
per lb. 

(7) 

Singapore 
price ex 
export 
duties, 
ponce 
per lb. 


1984 Jane . 
July 

August . 

September 

October 

November 

December 


48 

52 

54 

54 

51 

48 

49 



mam 

02 

02 

02 

02 

01 

01 

01 

86 

81 

21 

18 

0-7 

05 

08 

47 

48 

88 

25 

19 

16 

20 

Lest seven months 




mtm 





of year . 

. 

51 

02 

20 

■91 

01 

18 

29 


1985 January 


50 

02 

24 

li 

01 

12 

24 


February 


49 

02 

24 

1 1 

01 

11 

28 


March . 


47 

02 

25 

1 1 

02 

HIM 

20 


April . 


47 

02 

24 

li 

01 


21 


May 


60 

02 

24 

1 1 

01 

12 

24 


June 


53 

02 

24 


01 

16 

27 


July 


52 

02 

27 

11 

02 

10 

28 


August . 


53 

02 

31 

10 

02 


29 


September 


52 

02 

30 

10 



20 


October 


54 

02 

30 

1 1 

01 

10 

22 


November 


58 

02 

34 

10 

02 

10 

22 


December 


59 

02 

42 

10 

02 


16 


Year 1985 . 


52 

02 

28 

10 

02 

10 

22 


1936 January 


65 

0*3 

48 

10 

02 


19 


February 


70 

08 

43 

1 0 

02 

12 

24 


March . 


72 

03 

46 

1 1 

02 


23 


April . 


73 

03 

49 

10 

02 

hXB 

21 


/ May 


7 1 

03 

51 

10 

01 


17 


June 


71 

03 


10 

02 

IhIjH 

18 


July 


74 

03 

50 

10 

02 

09 

21 


August . 


78 

03 

54 

10 

01 


16 


September 


74 

03 

54 

10 

02 


17 


October 


76 

03 

61 

08 

01 


12 


November 


84 

08 

64 

08 

01 


17 


December 


93 

03 

67 

08 

02 

18 - 

23 


Year 1986 . 


75 

03 

53 

09 

02 

08 

19 



rates of release. It is generally believed that the absence of 
land survey and registration in Sumatra and Borneo was the sole 
reason for the introduction of the special tax as a method for 
restricting native exports. The main reason, however, was the 
inadequacy of the native quota, which until 1937 did not permit 
of individual assessments. The official nineteenth Report on 
Native Rubber Cultivation in the Netherlands East Indies 1 stated 
explicitly that individual restriction was impossible, first because 
registration would require too much time, money and labour, 

1 Issued by the Division of Agricultural Economics m the N.E.I. Department 
of Agriculture, Batavia, 1034. 
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VII 

on Native Rubber Export t in the NR. I. 


Dm mbnttM. 


<*> 

Appro*, 
pace 
CoS. 
X.B.I. 
port, 
pence 
, per lb. 

(*) 

A fSS t - 

P rteeac 
export 

, port, 
pence 
per lb. 

m 

Ordinary K.B.I. 
export duty m 
percentage o f— 

(U) 

Special B.E.I. export duty as 
percentage of— 

(1«) 

Exports 
of native 
rubber 
—dry 
weight 
(k>ng 
tons). 

(13) 

Penufti* 
slide ex- 
portable 
amount 
ex carry- 
over 
Ooog 
tons) 

price ex 
export 
duties 
(Col. 9) 

.A. 

return to 
native 
prodnoer 
(Col. 6). 

(•) 

Singapore 
price 
(CoL 1). 

J) 

Price ex 
export 
duties 
(Col. 9). 

. <«> 
Average 

return to 
native 
producer 
(CoL 6). 

39 

38 

4 

mgm 





mgm 

16,000 

12,229 

42 

33 

6 


18 

23 

■w 

16,200 

12,229 

44 

28 

8 

SB 

86 


BBS 

12,600 

11,006 

44 

16 

14 


60 


THBI 

16,600 

11,00® 

40 

08 

24 

Wmnm 

69 


B&S 

6,600 

9,784 

88 

8*6 

32 

41 

82 


bb 

4,700 

9,784 

38 

09 

23 

27 

' 66 


ifl 

12,200 

8,660 

41 

19 

9 

10 

39 

103 

112 

82,900 

74,698 

39 

13 

14 

16 

48 

182 


■rrjjjB 

10,423 

38 

12 

14 

16 

49 

190 

216 

xl -Hjf’V'M 

10,428 

88 

09 

21 

26 

63 

276 

333 


10,423 

38 

10 

17 


61 

229 

267 

13,600 

9,728 

89 

13 

13 

16 

48 

178 

200 

22,200 

9,728 

43 

17 

11 

12 

46 

140 

164 

14,300 

9,727 

41 

12 

18 


63 

230 

263 

8.100 

9.033 

43 

10 

23 

27 

69 

339 

404 



42 

10 

23 

27 

68 

323 

386 


9,033 

48 

11 

18 

21 

66 

266 

294 

17.600 

8,339 

48 

12 

18 

20 

68 

283 

323 


8,388 

49 

06 

68 

80 

71 

927 

1,390 

2,800 

8,338 

42 

12 

19 

22 

64 

264 

294 

142,300 

112,666 

86 

09 

29 


87 

618 

631 

9,200 

12,086 

80 

1 4 

17 


62 

316 

364 

16,100 

12,084 

81 

12 

23 

HIM; 

66 

388 

443 

9.300 

12,086 

83 

1 1 

29 


67 

471 


12,600 

12,084 

81 

07 


BBS 

71 

684 

866 

10,700 

12,086 

81 

08 

37 

■9 

70 


773 

14,600 

12,084 

64 

1 1 

29 


88 

489 


18,100 

13,092 

63 

06 

46 


73 

828 

1,071 

11,800 

13,092 

64 

07 

48 


73 

813 


9,800 

13,091 

68 

0*4 

66 



l t 494 

2,117 

12,000 

13,092 

76 




76 

724 

8S8 

16,400 

13,092 

8*6 

02 

24 

88 

72 

479 

626 

8,800 

18,091 

66 

10 

82 

38 

72 

616 

736 

149,800 

161,067 


“ but more especially because the potential production of native 
rubber is considered to be so great that a division of the per- 
missible exportable amount, based on productive capacity would 
result in the individual allotment being very small, and as a result 
some natives who depend for their existence entirely upon 
family tapping would be seriously affected, while owners of distant 
gardens worked with hired labour would benefit, and such owners 
cannot in the present circumstances be regarded as real producers.” 
It should be understood that the “ present circumstances ” did 
not mean that the supply price of these producers was too high, 
but that the quota was too small to •go round. 

No. 228.— von. LVI. FF 
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The working of the special export tax is shown in Table VII. 
The assumptions and data underlying the calculations are sum- 
marised in Note A at the end of this article. While the table, 
read together with the note, explains itself, the following points 
may be emphasised. Had the expenses (columns 4 and 5) been 
taken as the equivalent of guilder cents per half kilo (the figure 
more generally accepted, see Note A) instead of 4 guilder cents, 
the average rate of tax would on several occasions have exceeded 
6,000%; on our calculations the maximum reached was about 
2,100%. The 6% ad valorem revenue export tax, which was levied 
on the f.o.b. value after payment of the special tax, frequently 
exceeded 40% of the value ex the special tax. 

It will be noted that in 1936 native rubber exports totalled 
160,000 tons, with an f.o.b. price of about Id. per lb. Around 
1930 several observers put forward estimates of the supply price 
of N.E.I. native rubber dining the mid-1930’8. 1 These were 
generally in terms of 10d.-l«. per lb. as the minimum necessary 
to draw out 120,000-160,000 tons of native rubber. Moreover, 
the estimates were in terms of undepreciated sterling, while, 
with the exception of the last quarter of 1936, throughout the 
period covered by Table VII sterling was heavily depreciated 
in terms of the N.E.I. guilder, and a given sterling price in 1934- 
36 yielded a much lower guilder return to the N.E.I. natives 
than in 1929-31. By 1933-34 it had already become clear 
that these estimates of the prospective supply price were entirely 
mistaken, as, for instance, in the spring of 1934 N.E.I. native ex- 
ports were running at the yearly rate of 300,000 tons, with a 
London price of 6|d.-6 d. per lb. 2 in depreciated sterling. The 
substantial exports of 1934-36 revealed that the supply price 
of N.E.I. native rubber was a small fraction of the usual estimates. 

Throughout the period of the operation of the special tax 
the I.R.R.C. repeatedly stated that the market price was appreci- 
ably below the level which would have yielded a “ reasonable 

1 Some of these are listed by Mr. J. W. F. Rowe in London and Cambridge 
Economic Service, Special Memorandum No. 34 (1931), p. 71. 

* The exports of smallholders’ rubber from all the producing territories were 
at the annual rate of dose on three-quarters of a million tons in the spring of 
1934. Huge native areas were, moreover, still immature at that time, reaching 
maturity in the late 1930’s only. The 1934 exports were the product of family 
tapping only, and were all harvested from unselected seedling trees. Thus, very 
large quantities of native rubber would be unaffected by a rise in money wages 
in the Far East, while the long-period supply price may be reduced if high- 
yielding planting material were distributed to smallholders. These are important 
considerations in gauging the competitive strength of natural and synthetic 
rubber. • f 
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return, to efficient producers ” ; this was moreover quite recently 
restated in the History of Rubber Regulation. The inadequacy 
of the market price of those years was also a regular theme of 
the presidential addresses to the Rubber-Growers’ Association. 
Yet close on three-quarters of these prices had to be taxed away 
to keep N.E.I. native exports within permissible limits. Accord- 
ing to the official I.R.R.C. view, a London price of 8 d. was the bare 
minimum to furnish a “ reasonable return to efficient growers ” ; 
the figures in Table V'll are a fair comment on these hackneyed 
concepts. 

When the special export tax was introduced, the N.E.I. 
authorities gave specific and unequivocal guarantees that the 
receipts would be used solely for the benefit of the native rubber- 
growing districts, over and above the expenditure allotted to these 
areas out of the general revenue. 1 The proceeds of the 1 special 
tax were, however, so large that the authorities were unable to 
resist the temptation, and a substantial proportion of the proceeds 
was diverted to the general revenue. The Government defended 
this policy on the grounds that the natives produced at such low 
cost that even the 1934-36 returns were profitable, while other 
sections of the N.E.I. economy, notably the rubber estates, 
were doing very badly. 8 

II 

6. The planting provisions of the regulation scheme also 
operated to the disadvantage of the smallholders. Briefly, 
these prohibited new planting almost completely (with the excep- 
tion noted in the following paragraph), while permitting at first 
a very large measure of replanting, and eventually unlimited 
replanting. To appreciate the effect of these provisions it is 
necessary to consider some semi-technical aspects of planting 
practice. 

By replanting is meant the uprooting of an existing stand of 
rubber trees and their replacement by better-yielding material, 

1 The official nineteenth N.E.I. Report on Native Rubber Cultivation which 
we have already quoted, stated in 1934 : “ The principle that the proceeds shall 
be spent for the benefit of the inhabitants of the rubber-producing areas is 
inseparably bound up with this particular system of restriction. This tax is 
not a fiscal device, but a means to secure restriction. A proportion of the pro- 
ceeds is withheld from the exporter, and this is defensible only if the amounts 
so withheld are spent at once for the benefit of the districts from which the 
money was derived.*’ 

1 An official spokesman, addressing the Batavia Volksraad in 1930, argued 
that the natives had no costs, and that the price, even alter the heavy export 
tax, was remunerative to them, while the world price (several times the return 
left to the natives) hardly enabled the estates to survive. 
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while new planting is in effect the extension of the planted area. 
During 1934-38 (the ourrency of the first regulation period) 
new planting was completely prohibited, while a maximum of 
20% of the planted area could be replanted over this period. 
In the aggregate this implied virtually unlimited replanting, since 
it authorised the replanting of about 1*6 million acres (one-fifth 
of the total 1934 planted area of about eight million acres) within 
four and a half years. Each individual owner was, however, 
also limited to replanting a maximum of 20% of his acreage 
under rubber during the whole period, and was only allowed to 
replant 10% in any given year. In 1939-40 new planting equiv- 
alent to 5% of the existing acreage was allowed ; for the remaining 
years of the effective regulation new planting was totally for- 
bidden ; replanting, on the other hand, was unlimited from 1939 
onwards. 

These arrangements jeopardised the future of the native 
rubber industry. Replanting involves a total loss of income for 
six years from the area felled, since it takes about six years for 
the trees to become tappable. 1 Thus this operation could only 
be contemplated by producers with ample working capital — *.e., 
in practice the larger estates, whose managers and owners more- 
over realised that by cutting out a part of their substantial 
acreage, they could harvest from the remaining area the crop they 
would be allowed to export under the scheme. This already 
ensured that the smallholders would not undertake any replanting. 
During the first regulation period they could not possibly have 
replanted, as each owner was limited to replanting a maximum 
of 10% of his plantation in any one year, and to 20% over the 
whole period. It is impossible to replant successfully part of a 
holding totalling two or three acres or less, since the area to be 
replanted would be closely surrounded by mature trees which 
would intercept the sunlight, and whose roots would compete for 
food with the undeveloped rootlets of the newly planted trees. 
Moreover, smallholders practice a rough-and-ready rotational 
system of tapping and resting trees, not entire areas, and they are 
thus unable to fell part of their areas and harvest the crop from 
the balance, even if this were technically feasible, whioh it is not. 
Lastly, when applying for permission to replant, a host of technical 
information had to be submitted to the authorities in writing, 
and this again handicapped the smallholder, who never understood 

1 The Rubber Research Institute of Malaya estimated in 1938 that estates 
required about twelve years to recoup the cash expenses and the loss of income 
from replanting. 
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the procedure. The oombined result of these various factors 
was to confine replanting to estates. 

The replanting of the estate acreage with high-yielding 
material, together with the prohibition of new planting, would 
in the long run have eliminated the smallholders. 1 The physical 
decay of smallholdings would have been slow, since under native 
conditions the rubber tree is not so much of a wasting asset as 
has often been assumed. Nevertheless, in due course there would 
have been some decline, particularly in areas with a long history 
of previous cultivation with such food crops as pineapples or 
tapioca, which make substantial demands on the soil, and unless 
the smallholders had been allowed some new planting, their share 
in the total output would have gradually decreased. Much more 
important in practice was the danger that the smallholders might 
have been eliminated as effective economic competitors, since 
without new planting they could not have taken advantage of 
high-yielding modem planting material. In this context it should 
be noted that not only is there unlimit ed land available in the more 
important rubber-growing areas, but that the rubber tree takes 
next to nothing out of the soil, and under native conditions 
actually nothing which would not be put back by the dense 
cover and the heavy leaf-fail; there is thus no question of soil 
mining such as has occurred in many countries with apparently 
unlimited resources of land. An abandoned rubber smallholding 
reverts to secondary jungle with hevea seedlings predominating, 
and in a few years’ time it is as suitable for native rice or rubber- 
growing as before. In certain areas in the East, especially in the 
N.E.I., a secondary jungle of rubber seedlings is actually beneficial, 
as it helps to keep out lalang (imperata arundinacea, a dangerous 
speargrass), which, when once established over large areas, 
is difficult to clear up, and also because rubber forests are less 
liable to bum than most other jungle plants. The need for re- 
planting on estates arose in the past through loss of soil from 
erosion, loss of stand through root disease and, above all, from 
rapid development of high-yielding material which rendered 
obsolete the original stand. There was no case for prohibiting 
the smallholder to extend his acreage while allowing the estates 
to increase their capacity. 

Under the renewed regulation scheme (1939-43) a total of 

1 During the first regulation period (1934-38) there was comparatively little 
replanting by estates, and the danger to the native industry was potential rather 
than actual. There was, however, a gradual increase in the acreage replanted 
annually and this was much accelerated from 1939 onward* 
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5% new planting (5% of the 1938 acreage) was allowed in 1939- 
40, after which date the International Rubber Regulation Com- 
mittee was to decide the permissible rate of new planting, and also 
to declare whether unlimited replanting was to continue for the 
remaining years of regulation. These matters were decided 
at two meetings in February and May 1940. At the first, un- 
limited replanting was permitted until the end of the current 
scheme. For the second meeting, in view of the important 
decision which was to be taken, a special statistical annex to the 
agenda was prepared and circulated by the Secretariat. This 
annex contained some interesting forward estimates of future 
absorption and potential capacity. 

Two sets of capacity estimates were drawn up, one on the 
assumption that the estates would replant 70,000 acres annually, 
while the natives (smallholders) would not replant at all, the other 
on the assumption that estates would replant 70,000 acres and 
natives 40,000 acres a year. The former was rightly stated to be 
more plausible. No new planting was assumed after 1940. No 
attempt was made to estimate the price required to call forth the 
full capacity output. The following results emerged. 

Table VTII 


Summary of Estimates by the I.R.R.G. Secretariat of Future 
Physical Productivity of Plantation Rubber. 

(Tons.) 



Estates. 

Smallholdings. 


Year. 

Tons. 

Per cent, 
of total 
capacity. 

Tons. 

Per cent, 
of total 
capacity. 

Total 

capacity. 

Assumption A : annual replanting of 70,000 acres by estates, no replanting 

by smallholders. 

1939 

812,000 

53- 1 

716,000 

46-9 

1,628,000 

I960 

992,000 

6M 

631,000 

38*9 

1,623,000 

1960 

1,037,000 

74-2 

360,000 

25-8 

1,397,000 

Assumption B : annual replanting of 70,000 acres by estates and of 40,000 
acres by smallholders. 

1939 

812,000 

53- 1 

716,000 

46*9 

1,628,000 

1950 

992,000 

61-7 

617,000 

38*3 

1,609,000 

1960 

1,037,000 

71-6 

412,000 

28*4 

1,449,000 


The divergent trends of the capacity of estates and of small- 
holdings reflected replanting by estates with high-yielding 
modem material, whilst the capaoity of smallholdings declined 
with their advancing age; on Assumption A, one-third of the 
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smallholdings area would be over thirty years old by 1950, 
and over six-sevenths by 1960, and thirty years was believed to be 
the limit of the economic life of the holdings. 1 On Assumption 
B, the rate of dedine was not so steep, but some reduction was 
still postulated, as the smallholders were assumed to use unselected 
seedling material for replanting, and this was not expected to 
offset the decline in yield from the older areas. 

These figures revealed very clearly that the outcome of a 
policy which prohibited new planting, while permitting a large 
measure of replanting, would be a large reduction in the small- 
holders’ share of total rubber production. The rate of decline 
of the physical productivity of smallholders’ rubber assumed 
for the calculation was almost certainly too steep, and the esti- 
mates of future physical capacity were unduly pessimistic ; this 
was stated in the memorandum, as well as in the course of its 
discussion by the I.R.R.C. But while it might have been con- 
jectural just how rapidly, and to what extent, the estates would 
have gained supremacy as a result of the planting provisions, the 
general trend was both unmistakable and unavoidable. Because 
of the replanting of estates with high-yielding material, the 
smallholders would be ousted as economic competitors, even 
though their physical capacity still remained in existence (or 
even if it remained intact, which was, however, impossible), 
and this, however efficient they might have been at the outset. 

With these obvious considerations clearly before them, the 
Committee, who had decided on unlimited replanting in February, 
now resolved on a total prohibition of new planting throughout 
1941, the position to be revised again at the end of that year. 
Disregarding the chronological order, it may be stated that it 
was then decided to prohibit new planting completely for the 
remaining period of regulation. 

7. While the threat to the position of the smallholders (the 
lowest-cost producers) was the most striking feature of the 
planting provisions of rubber regulation, two further points need 
to be recorded. First, as the authorities insisted that replant- 
ing should take place on the exact area of the previous stand, 
improved planting material (chiefly high-yielding budgrafts) 
was frequently wasted, as it had to be planted on exhausted or 
unsuitable soil, or on badly sited plantations. 

Secondly, replanting expenditure was admitted as a charge 
against income tax by the revenue authorities, while the assess- 

1 Holdings, rather than trees, since a prime cause of the decline in yields 
with age is the loss of stand through disease and windfalls. 
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ment for restriction purposes of areas out out for replanting was 
maintained. Thus, when in 1940 the British excess profits 
tax was raised to 100%, companies earning in excess of their 
standard profits had everything to gain and nothing to lose by 
replanting on a larger scale. In 1940 there was a great increase 
in replanting activity, which continued at a rising rate until 
January 1942, absorbing ever-increasing amounts of soaroe 
resources, and aggravating the deficiency of exports which de- 
veloped early in 1941. No action was taken by the authorities; 
in fact, replanting was encouraged by the maintenance of the 
assessments of the old area. Only the Japanese conquest put 
an end to the replanting campaign, and to the waste of resources 
involved. 1 


Ill 

8. Throughout the regulation period there was fairly free, 
though not altogether unrestricted, transfer of export rights 
in the principal producing territories. Table IX summarises 
the price of these rights during the second month of each restric- 
tion quarter ; this month has been chosen to eliminate the often 
violent fluctuations in the price of these export rights at the very 
beginning and end of the quarter. The qualifications and sources 
of the data are set out in Note B at the end of this article. It 
should be noted that the Malayan prices of estate export rights 
and smallholders’ export coupons are up-country quotations, 
and lf-2 cents per lb. should be added to these for export duty 
and transport costs to render them comparable to the Singapore 
price, which was the world price after payment of duty. 

1 Mr. P. Lamartine Yates’ Commodity Control (1943), which purports to 
give an impartial review of rubber regulation, does not mention the impli- 
cation of the planting provisions of the scheme, and does not refer to the 
internal division of the quotas, or to the under- assessment of the smallholders. 
On the other hand, the book states : “ The native* Hke peasants everywhere, 
tends to produce more rather than less when the pride begins to fall. ... In 
general the reaction to a price fall is quite insignificant ; indeed, there is no 
experience to show how low the price would have to fall before native butput 
was seriously curtailed” (p. 115). These are remarkable propositions. The 
forward-rising supply curve of smallholders’ rubber emerged quite clearly during 
the slump years. For instance, N.E.I. native rubber exports fell from 107,000 
tons in 1929 to 61,900 tons in 1932, exports from Sarawak (practically all small- 
holders’ rubber) from 11,000 tons in 1929 to 7,000 tons in 1932. Moreover, in 
these territories, as elsewhere in the East, there was a steep rise m the area 
reaching maturity after 1929 (reflecting the Stevenson boom in the mid- 1920’s), 
so that in terms of capacity working the supply was much more elastic than 
would appear from export or production figures. Smallholders’ output was sub- 
stantially curtailed in every important producing territory during the depression. 
These facts can be ascertained from the most easily accessible sources. 



Prices of Exports Rights and of Coupons and Market Price of Rubber in the Second Month of each Quarter , 1934-41. 
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These figures are of particular interest for the first half of 
1987, the second half of 1940, and for 1941, as the I.R.R.C. 
maintained that the releases ruling during these periods repre- 
sented unrestricted production, and that supplies could not have 
been increased by higher releases. They were particularly em- 
phatic that the 100% release of the first three quarters of 1941 
represented full production. The History of Rubber Regulation 
also claims that output at these three periods was unrestricted. 
A glance at the price of export rights in 1937, 1940 and 1941 
makes it clear that there was substantial restriction, with export 
rights worth over one-half of the market price of rubber. 


IV 

9. The operation of rubber restriction in Malaya in 1941 
offers one of the rare opportunities of measuring quantitatively 
the effect on output of 100% excess profits tax. During the 
restriction years the Rubber-Growers’ Association furnished 
returns to the I.R.R.C. of the costs and outputs of its constituent 
members. In 1941 the R.G.A. returns for Malaya covered over 
90% of the output of the properties owned by sterling companies — 
i.e., by enterprises liable to the British excess profits tax. By 
deducting the standard assessments and the production of the 
R.G.A. estates from the total Malayan estate quota and from the 
aggregate Malayan estate production, interesting results are 
obtained which are summarised in the following table. There 
are no data beyond August. 


Table X 

Rate of Production (as per cent, aggregate standard production) of 
Malayan Estate Producers, January- August 1941. 



R.G.A. 

estates. 

Other 

estates. 

All 

estates. 

Internal rate 
of release. 

January . 

91-5 

950 

93*1 

97*5 

February . 

82-3 

93*1 

87*4 

97*5 

March 

78*0 

87*0 

82*2 

97*5 

April 

74*7 

86*6 


97*5 

May 

76-0 

95*0 

85*5 

97*5 

June 

87*4 

95*8 

91*1 

97*5 

July 

89*4 

97*8 

93*9 

97*5 

August 

87*9 

98*5 

92*9 

97*5 

Total, Jan -Aug* * 

83*6 

93*7 

88*3 

W5 


The divergent production trends cannot be attributed to 
shortages of labour or of materials, since the locally-owned estates 
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and those owned by sterling companies were equally affected. 
It is possible to ascertain roughly the relative responsibility of 
over-assessment and of 100% excess profits tax for the lower rate 
of production of the sterling companies. During the first half 
of 1940 (when production is seasonally low owing to wintering) 
the average internal rate of release in Malaya was 78f % (the in- 
ternational rate being 80%, with an internal cut of 2£% in the 
second quarter). Over these six months, when output was not yet 
affected by 100% excess profits tax, the R.G.A. estates produced 
at the rate of 72£% of their aggregate standard production, 
and all other estates at 77£%, which showed that the R.G.A. 
estates already found it more difficult to produce the permissible 
amounts than did the other estates. During the first eight 
months of 1941, when excess profits tax at 100% was in force, 
the gap between the performance of the R.G.A. estates and that 
of the locally-owned estates was about 10% of standard production, 
as against 5% in the first half of 1940, and from this it may be 
inferred that the two factors (over-assessment and 100% exoess 
profits tax) were about equally responsible in 1941 for the poorer 
performance of sterling company-owned estates, compared to 
other Malayan estates. In addition, the output of all estate 
producers was adversely affected by the shortages resulting 
from the wasteful use of labour and of materials by the sterling 
companies, encouraged by the 100% excess profits tax. 

10. Although, as we have seen, output was far from unre- 
stricted in 1941, there developed a substantial shortfall of exports 
below the permissible levels, which, incidentally, furnished a 
specious basis for the argument that output was unrestricted. 
The following table, derived largely from the Statistical Bulletin 
of the I.R.R.C., summarises the export deficit up to the outbreak 
of the Japanese war. 

The performance of the N.E.I. natives throws some light 
on the fairness of the quotas. The natives were all the time 
straining at the leash, and would have produced much larger 
quantities, but under the restriction scheme were unable to 
do so. 

11. The substantial export deficits of 1941 caused mtich 
anxiety in official circles, and in the spring and summer a series 
of meetings was held in London to consider how supplies oould 
be increased. It was eventually decided to appeal to producers 
and to their Governments to produoe more rubber. As, however, 
these Governments were engaged in operating the restriction 
machinery, and in enforcing international and internal outs, 
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Table XI 


Permissible and Actual Exports of Rubber, January-November 1941. 



Exports (thousand tons). 

Deficit. 

Per- 

missible. 

Actual. 

Quantity 

(thousand 

tons). 

As per cent, 
of permis- 
sible exports. 

Malaya 

611 

661 


8 

N.E.I. estates . 

312 

276 


12 

N.E.I, natives . 

301 

304 


+ 1 (excess) 

Ceylon 

99 

82 


17 

Sarawak . 

44 

36 

9 

20 

British North Borneo . 

20 

18 

2 

10 

India • , 

16 

2 

16 

89 

Burma 

14 

9 

5 

36 

Siam 

64 

43 

11 

20 

Total 

1,473 

1,329 

144 1 

10 


* India was a special case, as her rubber manufacturing industry was 
developing so rapidly during 1940-41 that she became a net importer of rubber 
after mid- 1941. 

t The shipping shortage cannot be held responsible for the export deficit. 
Rubber was a high-pnority cargo, and there was no excessive accumulation of 
port stocks. Moreover, Singapore and Penang were outside the export regula- 
tion area, and rubber despatched from the Malayan mainland to these shipping 
ports counted as export under the regulation scheme. 

this appeal was not successful. The restriction machinery was 
kept in operation to the very end, and indeed beyond, sinoe 
in Ceylon it was not abandoned until June 1942, after energetic 
representations by the Commander-in-Chief, who pointed out 
that the employees on the staff of the Rubber Controller could 
be more usefully employed elsewhere. This proposal was un- 
successfully opposed in London. In other territories the machinery 
operated literally until the arrival of the Japanese. In January 
1942 the restriction authorities in British North Borneo were just 
in time with their formal report to the I.R.R.C. that on December 
31, 1941, there was no abnormal accumulation of stocks (contrary 
to the provisions of the regulation scheme) on smallholdings in 
that territory. That document was posted some two, or possibly 
three, days Wore the conquest of North Borneo by the Japanese. 
Till the end, restriction was not abandoned, the quotas were 
not redistributed in favour of under-assessed producers, the 
employment of labour on replanting was not prohibited, the 
assessment of producers falling behind with their exports were 
not reduced, the cost of replanting was not disallowed for taxation 
purposes, while the assessments on areas cut out for replanting 
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were folly maintained as a bonus for replanting. Very belatedly, 
towards the end of August 1941, the rate of release was raised to 
120%, and this was followed by a sharp fall in the price of export 
rights; the issue of coupons and rights was, however, still 
rigorously maintained. 


V 

12. Some tentative conclusions are suggested by this brief 
review. It is, for instance, clear that when full weight is given 
to the importance of smallholdings, ideas of the supply price of 
natural rubber need drastic downward revision; a point of 
significance in assessing the measure of assistance which would 
be necessary to maintain in profitable operation the American 
synthetic rubber industry in competition with the plantation 
product. 

Wider issues are also raised. As already mentioned, the 
leaders of the Malayan and of the N.E.I. delegation to the I.R.R.C. 
were civil servants ; the administration of restriction in the East 
was also in the hands of civil servants. Yet the smallholders 
could hardly have been treated worse if the whole machinery 
had been operated by estate representatives. 1 Indeed, the 
“ order ” which replaoed “ chaotic competition ” * was rather 
like the law of the jungle. One is forcibly reminded of a sentence 
of Alfred Marshall in his Principles : 

“ In many cases the ( regulation of competition ' is a misleading term, 
that veils the formation of a privileged class of producers, who often use their 
combined force to frustrate the attempts of an able man to rise from a lower 
class than their own.” 

Nor does the outcome serve to confirm the hopes of those who 
hold that government of industries by trade associations may be 
made acceptable if they are provided with impartial chairmen. 
The experience of rubber regulation also emphasises that when 
Government intervenes in economic affairs the lack of knowledge 
of economics on the part of oivil servants is likely to prove a 
serious drawback. The inability to see that output cannot be 
unrestricted when exports rights are fetching high prioes -is 

1 An R.O.A. recommendation of 1938 suggests that the smallholders might 
have even fared better under such an administration ; ef. p. 395, note 2, 
above. 

* There is no technical reason why competition should bo impracticable in 
the rubber industry. The tiny smallholdings are probably the most effieent 
producers, and even on the estate side the optimum unit would on all reasonable 
assumptions produce less than 1% of this perfectly standardised commodity. 



412 THE ECONOMIC JOURNAL [8EPT. 

tut one instance among many failures to grasp very simple 
points . 1 

P. T. Bauer 

London . 


NOTE A 

Although some of the figures in Table VII contain an element of 
estimate, they well illustrate the working of the special export tax. The 
figures in columns 10 and 11 for the last seven months of 1934 and for 
the years 1935 and 1936 are not the simple averages of the monthly 
percentage figures, but the averages of the monthly percentages 
weighted by the corresponding various prices. Conversion of various 
items from guilder cents to pence, with inevitable rounding off, also 
involved a few small inaccuracies in calculating the percentages. 

Throughout most of the period reviewed, the bulk of N.E.I. native 
rubber was marketed as medium blankets ; hence the choice of that 
grade for the prices in column 1 . 

There is a wide measure of agreement among competent authorities 
on the average cost of transport, processing and middlemen’s charges 
from the most important native districts to the Singapore market. 
Dr. Whitford and the N.E.I. authorities estimated the figure at about 
4 to 5 guilder cents per £ kilo of dry rubber in the mid- 1930’s. The 
largest remiller in Singapore has recently, in private conversation, 
given an independent estimate of guilder cents. A figure of 4 cents 
has been adopted in the tables, to ensure that any error should be on the 
side of conservatism and should understate rather than overstate the 
burden of the tax. About \ cent has been taken to represent the cost 
of transport and middlemen’s charges from the interior to the N.E.I. 
port of shipment, and the balance as the cost of shipping to Singapore, 
and of processing and marketing there. These figures exclude the 
ordinary ad valorem export duty which has been calculated, as it was 
levied, on the basis of 5% of the export value of native rubber during 
the second preceding month. 

The average rate of duty in the table refers to the effective rate 
in force and not to the rates announced during the month ; hence the 
zero rate for June 1934. 

The violent fluctuations in the net return to native producers 
(column 6) indicate the disproportionate effect in the interior of changes 
in the market price or in the rate of duty. There is room here for an 
appreciable margin of error in any given month, but the yearly, or 
even quarterly, averages are unlikely to be seriously affected. 

1 A remarkable fallacy, which has found its way into many official publica- 
tions on the rubber industry, blames the transferability and the high prices of 
export rights for rural unemployment and for the substantial areas left untapped. 
These were said to be the result of sales of export rights. Yet it is clear that 
when one person sells rights (and therefore taps fewer trees), someone else must 
buy them. The rural unemployment and the areas out of tapping reflected, of 
course, the degree of restriction under the regulation scheme. 
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The export figures are accurate ; the wide month-to-month fluctua- 
tions reflect the reaction of shippers to the announcement of changes 
in the rate of the special tax, and to a lesser extent their views on the 
probable course of the market. There was a time-lag between the 
announcement of changes in the rate of the special tax and the date the 
new rate applied to dry rubber, and this led exporters to accelerate 
or withold shipments in the interim period. These erratio fluctuations 
cancelled out over a period, and did not affect total shipments over, 
say, six months. 


NOTE B 

In official Malayan and N.E.I. terminology, export rights referred 
to estate export rights, as distinct from smallholders’ coupons; in 
Ceylon there was no distinction. The official usage has been followed 
in the table. In the N.E.I., with negligible exceptions, estate rubber 
could not be shipped on native rights or vice versa. In Malaya 
there was no complete ban, but, for various reasons, rights and coupons 
were not always fully interchangeable, hence the different sets of prices. 

The market in export rights was sometimes narrow, and there were 
occasional erratic variations (e.g., Ceylon, autumn 1934), but the quota- 
tions shown well reflect the general trend. It will be recalled that the 
Malayan prices of rights and coupons were up-country quotations. 
Some l£-2 cents per lb. must be added to these for export duty and 
transport costs to make these quotations comparable to the Singapore 
price of rubber. 

There are no regular quotations of the price of estate export rights 
before January 1937. Some sporadic figures are available from 
miscellaneous sources, and these suggest that in 1934 in Malaya the 
price of these rights was low, as many estates found it difficult to produce 
their full exportable amount in that year. In 1935 and 1938 the price 
of estate export rights was fairly high, both in Malaya and the N.E.I. ; 
12-16 Straits cents per lb. and 14-16 guilder cents per { kilo indicate 
the approximate order of magnitude. Transactions in these rights 
were, however, on a small scale until the period of high releases in 
1937. The purchase in 1935 by the N.E.I. Government of 20,000 
tons of rights for cancellation to reduce over-exports was an important 
exception. Some 29 cents per kilo was paid for these rights. 

Medium blankets were, of course, quoted in Straits cents per lb., 
and the prioe has been converted at the average monthly rate of ex- 
change between the Straits dollar and the N.E.I. guilder. 

The Malayan quotations of estate export rights from 1937 to 1940 
are from the Annual Report* of the Controller of Rubber, Malaya. 
No report was issued for 1941, and the figures represent the transactions 
of a few large companies to whose records the writer has had access. 
The prices of estate export rights in the N.E.I. have been taken from 
the Economisch Weekblad . The Ceylon quotations are from the 
Administration Reports of the Rubber Controller, Ceylon. 
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The coupon prices are somewhat approximate. For Malaya, the 
Malayan Agricultural Journal frequently published these, but oooMktqi- 
ally this information had to be supplemented by reference to various 
other sources. Moreover, while export rights were transferable 
between Administrations, coupons could be transferred only within 
each Administration (Straits Settlements, Federated Malay States 
and each Unfederated Malay State), and there was thus one price for 
rights, but several prices for coupons, and there were often considerable 
local variations. The prices given here refer principally to Perak and 
Johore, and occasionally to Selangor; these States contain the great 
bulk of the smallholdings area in Malaya. 

The N.E.I. native coupon prioes are the quotations in Pakmbang, 
and have been taken from the official Reports on Native Rubber Culti- 
vation up to May 1-940, and thereafter from the Market Reports of the 
Rubber Trade Association of the N.E.I. 

It will be noted that at times of high releases (especially 1941) 
coupons were usually worth more than estate rights, while the reverse 
ratio held at times of low releases. The former relation reflects the 
under-assessment of the smallholders ; the latter is explained by the 
comparative ease with which the smallholders could, at times of lower 
releases, turn to other products such as rice and coconuts. 



INCENTIVE FOR SOVIET INITIATIVE 


In a previous note 1 the activity of Soviet inventors from 1931 
to 1940 was reviewed in relation to the Act of 1931. A new in- 
vention Act 2 was ratified by the Council of Commissars on March 
5, 1941. Although repealing the earlier Act, and although re- 
duced in length from 10,000 to 5,000 words, the new legislation 
confirms the success of the principles and procedure introduced 
during the First Five-Year Plan. A complementary Awards 
Decree, 8 increasing the minimum and maximum payments and 
scheduling the system of computation in much greater detail, 
was passed by the Council of Commissars on November 27, 1942, 
but there is no evidence to account for the twenty-month time 
lapse between the two. 

A Pravda editorial, 4 which appeared six weeks after the rati- 
fication of the new Act, is almost entirely devoted to paragraph 
19, designed to circumvent bureaucrats and procrastinators 
“ who try to brush off inventors like pestering flies.” 5 In order 
to eliminate the “ get-rid-of-technique ” adopted by certain 
office-workers in Commissariats towards these “ funny people,” 
paragraph 19 lays it down that plants and other concerns must 
accept or refuse inventions and technical suggestions within ten 
days, that trusts — combinations of several plants and concerns 
in the same field of industry — must make their decisions within 
twenty days, and Commissariats within two months. Acceptance 
of a suggestion may only mean acceptance for further develop- 
ment prior to exploitation ; rejection may mean outright rejection 
or merely rejection “ for further trial and experiment.” Para- 
graph 13 — the last paragraph of Section I (General Rules) in the 

1 Economic Joubnxl, Juae-September 1945, Nos. 218-19, pp. 291-7. 

* Sobranie Postanovlsnii i Raeporiazhenii Pravitelstva Soyuza Sovetekikh 
Sotsialisticheskikh Respublifc (Collection of Government Acts and Decrees of the 
U,S,S,R,), March 25, 1941, No. 9, Art. 150 — Polozheniye ob I zobretieniyakh i 
Tieknitcheekikh Ousovershenstvovaniyakh (Act Governing Inventions and Technical 
Improvements), 

* Instrouktsiya o V osnagrazhdienii za Izobretieniya Tiekhnitcheskiya Ouso - 
vershenstvovaniya e Rationalizatorekiya PrecUozheniya ( Decree on Awards for 
Inventions , Technical Improvements and Manufacturing Suggestions), November 
27 1942. 

Pravda, April 15, 1941, No. 104 (8612). 

* “ It amazes me that officialdom is so blind, obtuse and smugly self-satis* 
fied when approached or confronted with any constructive or revolutionary 
idea." Letter from H. W. Joy in Truth, August 25, 1944. 

No. 223. — VOL. LVI. O O 
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1041 Act — declares that “ those guilty of bureaucracy and pro- 
crastination during the examination, work-out and incorporation 
into production of inventions and technical improvements and 
those guilty of withholding or delaying the payment of awards to 
authors are liable to dismissal from their employment and to legal 
proceedings.” 

Examination for utility by a Commissariat or by one of its 
subsidiary units does not embrace the question of novelty. 
Decisions on novelty are made by the Invention Bureau of the 
State Planning Commission 1 at the request of the Commissariat 
concerned, and must be completed within two months (paragraph 
33). Within another two months of this novelty decision being 
returned to the Commissariat, the Commissariat muBt decide 
whether an Authorship Certificate or Patent will be granted or not 
(paragraph 32). If a grant is to be made, a copy of the approved 
specification is immediately communicated to the applicant. The 
applicant is then permitted one month to file objections. These 
objections must be irrevocably decided within one month by the 
Commissariat (paragraph 36) . It will be seen that the cycle in this 
procedure cannot exceed eight months, whioh compares with an 
average period of twelve to eighteen months for the grant of a 
Patent by the British or American Patent Offices. It should be 
noted that the new Act confirms the absolute powera of decision 
upon questions of utility and novelty by the Commissariats, 
which were not originally conferred upon them under the Act of 
1931, but which they obtained in an emergency decree dated 
July 19, 1936, an event which appears to have coincided with the 
dissolution of the Council for Labour and Defence when the new 
Constitution was introduced. 2 

In much the same respect, complaints of restriction and pro- 
crastination oppressing lone inventors — directed equally against 
the Government and private enterprise— -continually appear in the 
presses of the Western countries. 3 To what degree this inevitable 

1 Commonly known as GOSPLAN — also responsible for central registration, 
publication of the Official Journal, documentation of Invention and Patent 
literature both national and foreign, and maintenance of the All-Union Patent 
Technical Library (paragraph 50, 1941 Act). 

a See Eoonomio Joubnal, op. cit ., p. 293, footnoto 1. 

' * Typical extracts from British press : Southern Daily Echo, January 18, 1945 : 
“ There must be thousands of useful ideas floating about in the minds of intelligent 
people, who are precluded from developing them into practical propositions by 
reason of the prohibitive < ost and financial risk involved in taking out a patent. 

. . . Brains should serve the community as a whole and should not be subservient 
to Big Business.'* Dorset Daily Echo, November 24, 1944 : “ My grievance — 
and it may well be the experience of other inventors — is that it was pigeon-holed 
for over 30 years when it may well have been the means of saving thousands of 
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problem may be judged as really serious in the Soviet Union, or 
merely fractional in proportion to the general rate of progress, 
only Commissars can tell. The problem is an obvious target for 
penetrating propaganda — it mollifies both the practical and im- 
practical inventor — and to the Soviet administrative mind it 
appears additionally to be a logical issue for legal proceedings. 
As far back as May 22, 1933, the Supreme Court of the U.S.S.E. 
(Directive No. 43) drew the special attention of Public Prose- 
cutors to “ procrastination crimes in connection with the utility 
of inventions, to delays in the first examination of suggestions 
submitted, to hold-ups in development work and the appoint- 
ment of experts for trials, etc.” In October 1939 the Editor of the 
Official Soviet Invention Journal strongly urged a correspondent 
in Kazan to submit a complaint of this nature “ to the nearest 
Public Prosecutor.” 1 

The new Act makes clear the underlying classification of Soviet 
initiative. The first level comprises those engaged in fundamental 
research in natural soience, social science and the arts. The 
activities of this very refined division are not, of course, covered 
by the Act, since their membership is too privileged and too re- 
stricted to escape continuous assistance and encouragement. 
On the second level membership is too large to be personal— 
say 50,000 to 100,000 in all. It is educated technically, it can be 
trusted with rights, acquired as a recognition for achievement, 
provided these rights are enjoyed as facilities. On the lowest 
level, the principle is pursued that a great mass of initiative, 
interest and empirical intelligence exists in small driblets, which 
can be channelled to form an ocean of real savings provided there 
are sufficient small receptacles to receive them. Decision for 
this third level must seek its wisdom on the spot from those hold- 
ing authority and responsibility on the spot. A strong distinction 
is made between the two mantles, between the plant manager 

lives in the last war.** Nottingham Evening News, March 8, 1945 : “How far 
are our statesmen directing policy from the social consequences of information 
gleaned from the Patent Office ? ” ' 

1 Bulletin Qosudarstvennovo Buro Posleduuche BegistrazU Izobretenii pri 
Oosplana C.C.C.P., October 1939, No. 10, p. 88. Also compare Sovetshaya 
Justida , June 1935, No. 18, p. 1, l.c. 5 : “ From 9 in the morning to 5 in the after- 
noon a single court staff reviewed and decided 25 cases, which allowed an average 
a 1 19*2 minutes per case. If you take into consideration the fact that in some of 
these cases there were as many as 10 defendants, you can judge the quality of 
the work of this section of the Supreme Court. It is true, the cases were appeals, 
but even appeal oases should be carefully considered before a decision is rendered.'* 
Statement by Vishinsky, at that time Government Prosecutor of U.8.8.R., quoted 
by K. M. Thorpe, Journal of the Patent Office Society, October 1935, Vol. XVII, 
No. 10, p. 833. 
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and the trade union representative. There will be many bad 
small decisions, what can you expect?, but the buckets will fill 
in time, provided the principle is protected from triviality and 
monotony. “ The Government will support any one inspired 
with creative thought.” 1 

Really conclusive evidence about the potentialities of this 
third division was presented by Malyshev, the Commissar of 
Medium-Machine Building, concerning the work of his industrial 
subsidiaries for the year 1940. There were 46,145 suggestions 
adopted within his Commissariat during that year, of which 37,743 
were actually exploited — he criticises his executives for holding up 
the other 18% (8,402) v Unfortunately he does not quote the total 
economy or savings accruing from the total of suggestions actually 
exploited, but he does single out the combined results of three 
large factories under his control. “ From the exploitation of 
inventions and technical improvements in these factories alone 
last year [1940] the State benefited to the extent of over 44 million 
Roubles [£1,760,000] ” in savings, which included economies 
of “ over 9,000 tons of ferrous metals, nearly 1,500 tons of non- 
ferrous metals, and 2,600 tons of fuel oil.” * 

We may assume that at least 10% —that is, £176,000 — of 
these savings were paid out in awards for suggestions adopted 
at these three factories, although it should be borne in mind 
that the evidence does not exclude the possibility that some of 
these suggestions may have come from concerns under the juris- 
diction of another Commissariat, and some of them may not have 
been adopted initially in 1940. In any case, the incidence of 
either possibility would not be great. If we now relate this 
figure of £176,000 to the minimum average award, which could 
have been claimed by the authors of the 37,743 suggestions 
adopted by the Commissariat for Medium-Machine Building 
during 1940, we shall have some evidence upon which to estimate 
the total payment in awards by this Commissariat for the year, 

1 Pravda, op . c it., and compare with the following from Tomorrow's Business, 
by Beardsley Ruml, published by Farrar and Rhinehart, Inc., New York, 1945 : 
“ Since the domand for freedom is a demand for conditions that favour the 
achievement of full richness of personality and individuality, the specifications 
necessarily change from time to time and from person to person. It is for this 
reason that so little is required by many, and so much by a few. . Certainty of 
expectation is indispensable to the exercise of freedom. . . . Prudence dictates 
the lessening of the harmful influences even at the cost of some efficiency in the 
making of things which can be sold * ’ (pp. 7, 21 and 24). By 4 ‘ harmful influences " 
Ruml means monotony, lack of choice, triviality. Ruml was the “ inventor " 
of Pay-As-You-Eam, is now Treasurer of the largest department store in the world 
and Chairman of the Federal Reserve Bank of New York. 

* Pravda , op. cit. 
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And a yardstick for estimating the possible gross total by all the 
Commissariats for the whole of the Soviet Union. The minimum 
award for an invention was £4, for a technical improvement £2, 
and for an organisational suggestion £1 in 1940. 1 An overall 
average of £2 per suggestion would produce £75,486, at £5 per 
suggestion £188,715, and at £8 it reaohes £30 1 ,944. For an award 
of £8 the annual savings resulting from the proposal would have 
to be £30, either for an invention or for a technical improvement. 
Annual savings (economy) represent the difference — on the best 
year of five successive years — expressed as gross profit between 
the cost of the original product and its cost consequent upon the 
introduction of an invention or other improvement in manu- 
facturing methods. Where the savings cannot be calculated in 
such hard-and-fast terms — e.g., increased fuel efficiency in tractors, 
an instance where improved quality provides the eventual 
economy — the plant director or the chief of the administrative 
head office is authorised to estimate at his discretion the gross 
profit accruing to the nation as a whole. Development expenses 
for drawings, prototypes, etc., are not chargeable against annual 
savings for the purpose of calculating awards in either the 1931 
or 1942 Award Decrees. This seems to be a wise concession. 

Having regard to the minimum award figures, which have been 
illustrated, it is the author’s conclusion that the Commissariat 
of Medium-Machine Building paid out in awards for 1940 a gross 
total of at least £250,000, and that it was probably considerably 
more. There are ten other industrial Commissariats with tech- 
nical interests of a nature likely to stimulate an equivalent or 
greater catch of suggestions producing a high annual economy 
factor and capable of quick realisation. They are : Aviation 
Production, Cellulose and Paper Industry, Chemical Industry, 
Electrical Industry, Ferrous Metallurgy, Heavy-Machine Building, 
Light Industry, Non-Ferrous Metallurgy, Oil Industry, Textile 
Industry. In the second bracket — say total awards of £150,000 

1 In a British precision instrument plant known to the author, awards for 
technical improvements from August 1942 to July 1944 averaged 37#. 6d. per 
award. The ratio of suggestions received to total employees (average 2,500) 
was 13% and of suggestions accepted 4%. The Pullman Company of U.S.A. 
paid 06#. per suggestion in 1943, the ratio of total suggestions received to total 
employees (average 31,500, including sleeping-car porters, etc.) equalled *96%, 
and the ratio of suggestions accepted 16%. It is generally reoognised that the 
drawing power of the award is proportional to the wages paid. Drucker says : 
“ In the last years before the war, an unskilled man on a Russian assembly line 
was paid 125 Roubles [£5] per month/* — Saturday Evening Post , July 21, 1945, 
p. 11. Plant managers, chief engineers, chief accountants generally received 
between £80 and £120 per month. # 
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per annum — we hare the Commissariats dealing with Building 
Materials, Goal, Oommunieationa, Machine Tools (not yet a large 
industry), Rubber and Shipbuilding. In the third category 
there are six food Commissariats, the Timber Industry, Electric 
Power-Stations, Railroad Transportation, Mercantile Marine, 
River Fleet and Building, for which a minimum average total of 
£50,000 in awards by each Commissariat does not appear excep- 
tional. Omitted from this list are the three Commissariats 
strictly for munitions, but for which we may allow £100,000 
each. The gross estimated minimum total of awards for the whole 
Soviet economy in 1940 is £4,550,000, 1 and for the sake of pro- 
portion we may assume that it represents nett savings, of which 
the other 90% accrued to the nation as a whole, subject only to 
administration and development expenses. It must not be for- 
gotten that these annual net savings accumulate and expand ac- 
cording to the extension of their incidence, and that the awards 
are payable only once. 

In the new Awards Decree (1942) the changes in the scales of 
payment indicate the growing significance of minor suggestions 
qualifying for the minimum payments. For inventions covered by 
Authorship Certificates the minimum award has been increased 
from £4 to £8, and the limit has been raised from £20 to £40 for the 
lowest annual economy rating to yield 30% as before. In the case 
of technical improvements the corresponding minimum award has 
been raised from £2 to £6, but the percentage payment on 
the lowest economy has been decreased from 30% to 25% up 
to the first £40. The minimum award for a manufacturing 
suggestion is increased from £1 to £4, and the minimum percentage 
decreased from 15% to 12£% on the first £40. The intermediate 
percentage payments remain the same with very slight changes, 
but the maximum claims are increased for inventions and tech- 
nical improvements, when the annual economy exceeds £40,000 — 
inventions from £4,000 to £8,000 at 2% plus £840, for technical 
improvements from £2,000 to £4,000 at 1% plus £440, and for 
organisational suggestions the maximum remains the same at 
£1,000 based on £% of the annual economy plus £220. According 
to paragraph 2 of the new Decree, manufacturing suggestions 

1 It is even more difficult to estimate for the United Kingdom and the United 
States the annual total paid out in patent royalties both direct under lioence 
agreements and hidden royalties — but excluding royalties received from abroad — 
plus ex gratia, payments to industrial workers. If in the U.K. the annual royalty 
total is not less than £3,000,000 plus £750,000 for suggestion schemes, then the 
author-estimates that the corresponding U.S. totals are not less than £20,000,000 
plus £5,000,000. The U.S. national tempo is much more highly trained and 
orientated towards the application of these incentives. 
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ao longer cover “ rationalisation proposals for the improvement 
of system and management, for instance proposals designed 
to simplify or improve aooountaney, documentation, sapply, 
distribution, etc.” No doubt the eligibility of such proposals 
for awards under the first Decree of 1931 proved just as compli- 
cating and harassing as the financial patents which resulted from 
that sincere, but impractical document, the first French Patent 
Act of 1791, and whioh were quickly abolished by the National 
Assembly, despite the logic of offering incentives for initiative 
in this field. 

One further concession has been made to the inventor in the 
new legislation. Paragraph 70 of the Aot raises the tax-free 
allowance from £240 to £400 for an award or awards paid for 
inventions and technical improvements. It looks, however, 
as if the bona fide inventor has lost his claim to two weeks addi- 
tional holiday, since the new Act does not mention it. 1 From 
correspondence in the Official Journal the popularity of this 
concession was obvious — just as obviouB as the management 
disputes to which its dispensation gave rise. Several attempts 
were made by bona fide inventors to include their uninventive 
pals as co-authors of their inventions, solely that they might bene- 
fit from this right to which free travel permits appear to have been 
added by some concerns. On the other hand, the new Decree 
does introduce compensation for collaborative development by the 
colleagues of an inventor (Section III, paragraphs 21-25 of the 1942 
Awards Decree). Suggestions financed under general exploitation 
or manufacturing budgets may include awards to collaborators 
at the plant director’s discretion. Collaboration awards for sug- 
gestions financed from funds specially assigned for the purpose 
must be approved by Administration Head Offices or by Com- 
missariats. Such awards may not exceed 25% of the award paid 
to the original author of the suggestion, and will be additional 
to, but not deductible from, the amount he actually received. 
No individual collaborative award may, however, “exceed his 
two months’ salary or wages ” — a sensible regulation whioh any 
British or American plant executive would appreciate. 

We have noted the general tendency to inorease under the 
new' Decree those awards having a flat payment — the minima 
and the maxima. On January 11 , 1942, Stalin, as Chairman 

1 Paragraphs 100 and 105 of 1931 Act. Of course it is possible that this ques- 
tion of extra holidays has now been covered in special holiday legislation, or since 
it has not been specifically thrown out, the idea might be to leave the matter on on 
“ unofficial basis.” 
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of the Council of Commissars, a position whioh he used not to 
hold before the outbreak of war, and Andreev, 1 as Secretary of the 
Central Executive Committee, signed a Decree,* published on 
March 16, 1942, which sets out in less than 250 words the divisions 
of science, invention, arts, and literature, to whioh contributors 
of “ especially distinguished work ” are now entitled to 160 
graduated annual awards totalling £554,000 (13,850,000 roubles).* 
The five annual prizes of the Nobel Foundation, when they 
are awarded, amount to a total of approximately £42,500. 
Amongst the winners of these Stalin Prizes in 1943 was 
Kapitsa, who gained one of the top £8,000 physios prizes for “ his 
discovery of super-fluidity in helium,” 4 and that despite the fact 
that he had only recently been objecting strongly to the demand 
“ to influence technology by way of personal direct translation 
of his ideas into practice.” 6 There are no rules or regulations 
in this Decree as to who will make the selection of prize-winners — 
presumably Commissars will make personal recommendations 
to their own Council or to the Central Executive Committee — 
but the last sentence reads : “ In adjudging Stalin Prizes for 1941 
[i.e., retrospectively] preference must be given to work and inven- 
tions connected with National Defence.” The grand total is 
divided up as follows : £288,000 for twelve branches of natural 
and social sciences, making 52% of the total ; £108,000, or 19*5%, 
to nine branches of the arts, including “ artistic and documentary 
films ” as two branches ; £48,000, or 9%, to four branches of liter- 
ature ; and sixty prizes for inventions, comprising ten first prizes 

1 Andreev — sometimes spelt Andreyev — has been described as the “faith- 
ful disciple and closest associate of Stalin/* From shepherd, to railway worker, 
to boss of the railway trade union, he helped turn all labour against Zinoviev and 
Trotsky. He once opposed Lenin and Stalin by endeavouring to have the Trade 
Unions run Soviet industry. Now a Vice-Chairman of the Council of Com- 
missars, his chief responsibility is agriculture, and it was his drive that persuaded 
the party machine to carry through collectivisation. 

* Sobranie Postanovlcnii % Rasporiazhenii Pravitelstva Soyuza Sovetskikh 
Sotaiali8ticheskikh Respublik ( Collection of Government Acts and Decree* of the 
U.S.S.R.), No. 1, March 16, 1942. 

* See Managerial Revolution t by James Burnham, John Day Company Inc., 
New York, 1941, p. 46 (quoting Leon Trotsky from an article published late in 
1939) : “ . . . the upper 11% or 12% of the Soviet population now receives approx- 
imately 50% of the national income. This diff ere nti ation is sharper than in the 
United States, where the upper 10% of the population receives approximately 
35% of the national income.** See also quotation from Ruml, op, oit, 

4 Advancement of Science, British Association, Vol. HI, No. 9, September 1944, 
p. 76, article by Alexander Foreman, Director of the Lomonosov Institute of 
Geochemistry, Crystallography and Mineralogy of Moscow. 

* Address to the Praesidium of the Academy of Sciences of the U.S.S.R., 
by P. L, Kapitsa, May 18, 1943. Reprinted Vestnik Akademii Nauk , S.S.R., 
No. 6, 1943. 
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at £4,000 each, twenty second at £2,000 each, and thirty third 
at £1,000 each, making £110,000, or 20% of the grand total. 
The graduation of the invention prizes appears to be significant, 
sinoe the spacing between them and the larger quantity of lesser 
prizes is sharply different from the graduation of the other prizes, 
and shows a hard-headed understanding of how to draw the most 
for your money. No evidence has been found as to whether 
an inventor is likely to benefit under the invention legislation 
and simultaneously or later to receive a Stalin Prize. 1 

This note would not be complete without a reference to the 
international relationship of Soviet invention legislation. The 
new Act is disappointing to an eminent and representative body * 
of industrial opinion in this country who desire the adherence 
of the Soviet Union to the Industrial Property Convention. 
Whereas paragraph 5 (e) of the 1931 Act reserved three years’ grace 
to a patentee, whether citizen or foreigner, during which period a 
compulsory licence could not be imposed by a Soviet organisation, 
in the new Act this condition, which is a cardinal feature of the 
Convention — Article 5 A (4) — is not mentioned. 3 Admittedly para- 
graph 5(f) of the 1931 Act tended to weaken this condition, but only 
if very high powers were sought for very special reasons. Un- 
fortunately, in the new Act 4 (d) is quite unvarnished : “ In the case 

1 A good example of the degree of privilege available in the Soviet Union 
to those on the highest level is to be found in the correspondence columns of the 
Official Journal (see op. cit,) for November 1939. Citizen Uldjaev of Sverd- 
lovsk in the Urals, 1,000 miles east of Moscow, asks : “I am in possession of an 
Authorship Certificate. Can X apply, as an inventor, for a personal pension? ” 
Editorial answer : “A personal pension is only given to highly distinguished 
inventors, whose contributions to Soviet Engineering have been great and who 
contributed to the stabilisation of the Soviet State. If you have sufficient reasons 
to consider yourself as one of them, you can apply to the Trade Union Regiona 
Committee, of whichever Union you are a member, to put through to the Supreme 
Central Council of Trade Unions a corresponding application to the Commission 
for Personal Pensions at the R.S.F.S.R.” 

* Trade Marks, Patents and Designs Federation, Ltd., pamphlet, dated July 
1 945, entitled Recommendations of Terms for Settlement of International Questions 
concerning Patents and Trade Marks , Section IV, p. 8, paragraph 27 : “ It is felt 
strongly that attempt should be made to get Russia (the Union of Soviet Socialist 
Republics) to adhere to the Industrial Property Conventions but, whether she 
does or not, the decisions made after consideration of the above recommendations 
should apply to and be carried out by all the Allies (including U.S.8.R.) as far 
as possible within their respective national laws.” 

8 “ In no case can the grant of a compulsory licence be demanded before the 
expiration of at least three years from the date of the delivery of the patent, 
and such licence shall only be granted if the patentee is unable to justify himself 
by legitimate reasons. No action for nullity on revocation of a patent shall be 
brought before the expiration of two years reckoned from the grant of the first 
compulsory licence.” Haddan's Compendium , 1945, p. 419, Harrison k Sons, 
Ltd., London. 
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of an invention of special importance to the Government, with 
regard to which the Commissariat concerned is of the opinion or 
certitude that no satisfactory licence agreement with the owner 
of the Patent will be forthcoming, the Commissariat may issue 
an order for compulsory expropriation of the Patent or for a 
compulsory licence in favour of an interested oonoem, simul- 
taneously establishing appropriate compensation.” It is to 
be hoped that this change of viewpoint in 1941 was due to the 
imminence of war, bearing in mind that the paragraph may have 
more significance for dealing with Soviet nationals than with 
foreigners. 

Foreigners might be wise to consider applying for Author- 
ship Certificates in certain cases rather than for Patents. (Appar- 
ently no foreigner has ever done so. Paragraph 25 specifically 
requests the address and nationality of foreigners applying for 
Authorship Certificates.) Foreigners obtain the same rights 
as Soviet citizens (paragraph 11). Moreover, there are no fees, 
whereas Soviet Patent fees are not trivial, including £10 10a. 
for the application, £8 16a. for the first year, and rising by annual 
increments to a total of £684 1 for a duration of fifteen years. 
It is obvious that nothing can be lost except the cost of translation 
and re-lettering of drawings, in those cases where the decision 
to take out a Soviet Patent is negative, and, furthermore, even if 
no award is gained for any particular invention protected by an 
Authorship Certificate, the general publicity and good-will gained 
from the Commissariat concerned might prove considerable. 
In the dissemination of knowledge invention protection systems 
play as great a part as the circulation of commercial catalogues. 

It seems unwise at this stage, with important industrial and 
economic reorientations immediately ahead, to infer that Soviet 
invention legislation is inconsonant with the sanctions of private 
enterprise under post-war conditions. In the first place, Soviet 
official policy and outlook as evidenced by its legislation are 
strongly appreciative of the general features of Western Patent 
systems, in so far as they encourage the individual inventor with 
strong and clear-cut incentive. In the second place, it is relevant 
to remember that Soviet citizens were granted foreign Patents 

1 Soviet fees are the highest in the world — others : Canada, £7; U.S A., 
£15 (these two represent lump sum payments, since they have no renewal fees) ; 
Switzerland, £110; United Kingdom, £132; Netherlands, £366; and Germany, 
£562. These totals are based on pre-war schedules. There is no doubt there is 
a lot to be said for the Canadian and American practice of completing all the 
payments, both for the application and the final patent, as soon ae the grant is 
assured. 
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during the period 1930-39 at an average rate of seven per annum 
in the United Kingdom, nine per annum in the United States, 
and twenty-eight per annum in Germany. These are not in- 
significant figures if one remembers that the cream of the Patent 
crop in Western countries is probably not more than 2% of all 
Patents granted in any year. 1 Is it not possible that the Soviet 
Government might itself finance in due course the exploitation of 
these inventions abroad ? Unfortunately, consideration of these 
points of view is continually distracted by erroneous opinions 
as to the real Soviet position and as to the actual function of 
Patents in Western countries. For instance, The Times for June 
25, 1945, published the following remark : “The visitors have 
been impressed by the freedom with which the Soviet scientists 
are able to reveal processes which in other lands would be kept 
secret from respect for patent rights.” The visitors concerned 
were eminent British and other foreign scientists invited to Lenin- 
grad to celebrate the 220th anniversary of the foundation of the 
Soviet Academy of Sciences. It is quite untrue to suggest that 
patents restrict the free flow of information — in fact, they are 
primarily designed to encourage revelations, and to record them for 
posterity. 

Francis Hughes 

London. 

1 The annual averages of Patents granted to citizens and residents (i.e., 
excluding grants to applicants abroad) of the United Kingdom, the United States 
and Germany, respectively, for the ten-year period 1930-39, were : 8,675 ; 38,413 ; 
and 14,947. Taking 2% of these figures we have ; 173 British, 768 American, 
and 299 German. For more complete information as to the international dis- 
tribution of Patent grants, see Agenda , Vol III, No. 3, August 1944, pp. 45-68. 



INDUSTRIAL PRODUCTION AND EMPLOYMENT IN 
PRE-WAR CHINA 

1. Introduction 

Ik the manufacturing industry section of our work National 
Income of China, 1933, 1 we have made estimates about China’s 
manufacturing production and employment. As the English 
version of the book is still under preparation and the extent of 
China’s industrialization is quite vaguely conceived, it is perhaps 
not without interest to set forth and analyse the result of our 
findings. In this paper we wish to show the size of manufacturing 
production, the scale and composition of labour force, the relative 
importance of different industrial groups, the productivity of 
labour, and the share of wage and salary bills in net output. 
Incidentally, the points listed above are found to have run parallel 
to those discussed with regard to Britain, Germany and the United 
States in an article written by Mr. Rostas.* Thus, the ground has 
been prepared for us to make comparison between China and the 
other three countries, the result of which is, as the reader will 
see, appalling. 

Three points we must bring out at the outset. First, the 
figures in this paper are unlike those in our book. This is due to 
the fact that, in order to put them on a comparable basis, we have 
made some adjustments by excluding the formerly included 
public utilities from manufacturing industry and by including 
the formerly excluded iron and steel works in manufacturing 
industry. Secondly, owing to the importance of handicraft in 
Chinese manufacturing industry, we have divided the industry 
into factory and handicraft, in order to see their relative roles. 
But at the same time, because of the lack of available data, the 
analysis of handicraft has not been set forth along with that of 
the factory. Thus, whenever the obstacles occur, we have to deal 
with the factory alone. The term “ factory ” used in our estimates 
is defined according to the Chinese Factory Act as those firms 

i P. S. Ou (Ed.), F. S. Wang, G. II. Djang, L. Y. Ma, C. W. Nan, Y. J.. Bai, 
National Income of China , 1933, Institute of Social Sciences, Academia Sinica, 
1946. (In Chinese.) 

* L. Rostas, “ Industrial Production, Productivity, and Distribution in 
Britain, Germany and the United States, 1935-37/* Economic J oubnal, April 
1943. 
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employing more than thirty employees, while “ handicraft ” 
covers all other firms, as well as family subsidiary works and in- 
dependent craftsmen. This entails that, when the comparison 
is made between Chinese factory production and the manufacturing 
production in the other three countries, the former seems to be in 
an unfavourable position. For the scope of manufactures in those 
three countries is much wider : the British data cover all firms 
employing more than ten persons, the German, firms with five or 
more employees, while the American firms whose products were 
valued at U.S. $5,000 or more. However, if the comparison is 
made in terms of output produced, Chinese factory data certainly 
cover a much broader field. Chinese firms with thirty employees 
or little more can rarely produce as much as U.S. $5,000, or as 
much as the output produced either by an English firm with ten 
persons or by a German firm with five persons. Finally, our data 
relate to 1933. This is a year of depression in China. Although 
we have extended our production estimates to 1936, those esti- 
mates are not as accurate as those for 1933. The fact that there 
is a slightly downward bias when our figures in 1933 are compared 
with those of the other three countries in 1935 or 1936 must 
therefore be borne in mind. 

2. The Size of Manufacturing Production 

From Table I we can see that although the total gross output 
of manufacturing industry is about 24% of the national gross 


Table I 

Summary Results of Manufacturing Production (1933) 



Value (in 
C$ millions). 

Percentages. 

National gross output 

31,534 1 


Gross output of manufacturing industries : * 



Factory ....... 

1,895 


Handicraft ....... 

5,628 

17-85 

Toted 

7,523 

23-86 

National net output ...... 



Net output of manufacturing industries : 



Factory 

378 

1-88 

Handicraft ....... 

1,339 

6-65 

Total ........ 

1,717 

8-53 


1 This figure is the summation of the gross receipts of all goods and services 
production groups in the country. But of those groups, like forestry, com* 
meroe, professional service, and part of communications, whose gross receipts 
are unobtainable, only net output is included. 

* Valued at market price instead of at producers' price, like other production 
groups. 

* Including a common deduction item CI178 millions. 
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output, the total net output is only 8*5% of the national net 
output. The greater proportion of the gross output is partly 
because the coverage is not identioal in the' two cams, but 
mainly owing to the high proportion of raw materials used 
in manufacturing industry. The net output is, indeed, pitifully 
small, and more so is the factory net output, which amounts 
to only 1*9% of the national net output. As opposed to 
this, handicraft is astoundingly preponderant in manufactur- 
ing production. Of the total manufacturing net output, faotory 
is only 22%, while handicraft is 78%. These facts show 
clearly that China’s industrialisation is still in an infant stage, 
and that her factory production is of negligible importance 
in her national economy. This infancy and negligibleness are 
made more striking by comparing China’s factory production 
with that of the other three countries. From Table II we can see 
that the net output in the United States is 162 times greater 


Table II 

The Scale of Factory Production in China, Cermany, 
the United Kingdom and the United States 

(In index numbers) 



China. 

Germany 

U.K 

U.S. 



(1936). 

(1936). 

(1936). 

Gross output 

100 (1933) 

2,638 

2,425 

7,848 

100 (1936) 

1,989 

1,904 

6,162 

Net output 

100 (1933) 

6,433 

5,051 

16,179 

100 (1936) 

5,0lfc 

3,940 

12,620 


Note . — The rate of conversion used was C$1 = £0-0618 for 1933, and C$1 ~ 
£0-0699 for 1936. 


than that in China in 1933, and 126 times greater in 1936; in 
Germany, sixty-four times greater in 1933, and fifty times greater 
in 1936 ; in Britain, fifty times greater in 1933, and thirty-nine 
times greater in 1936. That means that were China equipped 
with the same scale of manufacturing investment and with the 
same degree of efficiency as the United States, her faotory net 
output could be raised from 126 to 162 times above her pre-war 
level. Theoretically, as China’s population is far greater than that 
of the United States, her gainfully occupied population in manu- 
facturing industry could be raised even higher than that in the 
United States, and, therefore, her industrial net output could 
also be raised higher. 
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3. The Scale of Manufacturing Employment 

The conclusion reached in the preceding paragraph can be 
elaborated more fully by studying the scale of manufacturing 
employment. Table III shows that persons employed in all 

Table III 


Employment in Manufacturing Production (1933) 



Persons (in 
thousands). 

Percentages 

Population ....... 

429,494- 1 1 

100 00 

Persons employed in manufacturing production : 


0 25 

Factory ....... 

1,076 4 

Handicraft ....... 

10,000 0 

2-33 

Total ........ 

11,076-4 

2*58 

Persons employed in factory production : 


0*18 

Operatives 

703-0 

Foremen ....... 

46-8 

0*01 

Salaried employees ...... 

116-0 I 

0*03 

Other employees ...... 

152 6 

0*04 


1 This figure is related to 1932-33. See Chinese Year Book, 1935-36, chapter 
on population. 


manufacturing production arc only about 2-6% of the total 
population, persons employed in factories only 0-25%, and persons 
engaged in handicraft 2-3%. By comparing this scale (0-25%) 
with 9-2% in Germany, 11*3% in Britain, and 6-7% in the United 
States, we are confronted with another sharp contrast. Even if 
we bring our factory employment up to 1936, the contrast does 
not lessen much. We can see from Table IV that the percentage 
in Germany is thirty-one times greater, in the United Kingdom 
thirty-four times greater and in the United States twenty-two 
times greater, than that in China. 

Table IV 


The Scale of Employment in Factory Production in China , Germany, 
the United Kingdom and the United States 



China 

(1936). 

Germany 

(1936). 

U.K. 

(1935). 

U.S. 

(1935). 

Persons employed in factory os per- 
centage of total population 

0-3 

9-2 

n-3 

6*7 

Percentages in index numbers 

100 

3,066 

3,433 

2,233 


China would certainly be better off if persons engaged in 
handicraft could shift to faotory work. It is easy to make out 
from Table III that persons employed in faotory work are only 
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about 10% of the total employment in manufacturing production, 
while their net output is as great as 22%, as we have stated in the 
preceding section. Were China’s percentage of persons employed 
in factories in the total population as great as that in the United 
States (not to say as great as that in the United Kingdom) her 
employment in factory would be 3-4 times greater than that in 
the United States. And were her scale of production in line with 
that in the United States, her net output could be raised as much 
as more than 400 times above her pre-war level. 

The persons employed include operatives, foremen, salaried 
employees, and other employees. Owing to the lack of data and 
to the nature of the industry itself, we could not classify the 


Table V 

Composition of Labour Force in Factory Industry in China, 
Germany, the United Kingdom and the United States 



China 

Germany 

U.K. 

U.S. 


(1933). 

(1936). 

(1935). 

(1935) 

Salaried employees per 100 operatives 

151 



14*7 

Percentages in index numbers 

100 



97 


persons employed in handicraft into subgroups. But in factory 
production we have seen, from Table III, that operatives are of a 
negligible quantity. To carry the comparison through, Table V is 
made to show the relation of administrative, clerical and technical 
staff to operatives employed in factories. Quite unexpectedly, this 
time the relation turns out fairly similar in the four countries. In 
China it is only slightly higher than in the United Kingdom and 
the United States, but lower than in Germany. 

4. The Structure of Manufacturing Production 

The relative importance of the different branches of manu- 
facturing in total output and employment can be seen in Table 
VI and Table VII. There are several points here worth our 
notice. To begin with, of all fourteen groups, only four groups, 
Engineering, Metal products, Electrical apparatus and Chemicals, 
have predominant factory output, while the output of all other 
ten groups is overwhelmingly by handicraft. Particularly in 
important groups like Textiles, Clothing, Food, Driiik and 
Tobacco, and Timber, factory output is only about 37%, 15%, 
9% mid 2% of the total, respectively. This means that in 
almost all the consumption-goods industries handicraft is pre- 
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Table VI 

The Structure of Manufacturing Production (1933) 


Industrial groups. 

Net outp 

Factory. 

>ut (in C $ 

Handi- 

craft. 

millions). 

Total. 

Factory 
opera- 
tives 
(in thou- 
sands). 

Number 
of fac- 
tories. 

Timber 

1 

46 

47 

3 

27 

Engineering . 

22 

4 

26 

38 

236 

Metal products 

13 

7 

20 

7 

82 

Electrical apparatus 

6 

1 

7 

6 

63 

Ships and venioles 

14 

41 

66 

41 

66 

Clay and stone 

20 

64 

74 

24 

120 

Chemicals 

28 

22 


49 

184 

Textiles 

164 

268 

412 

469 

859 

Clothing 

16 

82 

97 

17 

165 

Leather and rubber 

12 

37 

49 

16 

99 

Food, drink and tobacco 

07 

702 

769 

72 

647 

Paper and printing 

21 

56 

77 

23 

269 

Scientific instruments . 

3 

3 

6 

4 

74 

Miscellaneous 

2 

26 

28 

4 1 

43 

Total 

378 

1,339 

1,717 

763 

2,824 


dominant. Secondly, the preponderance of consumption-goods 
industries is only too striking. The combined output of Textiles, 
Clothing and Food, Drink and Tobacco alone is about three- 
fourths of the total output, while in the other three countries it 
ranges only from 29% to 37%. It follows naturally that capital 
goods industries in China have played a very minor role in manu- 
facturing production. The combined output of Metal and Metal 
products, Engineering, Shipbuilding and Vehicles is only about 
6*2% of the total output, while in the other three countries it 
amounts to from 32*6% to 40-3%. This may enable us to see 
to what extent China has been accumulating her capital. Thirdly, 
factory operatives are concentrated in textiles industry. In no 
other industry do the operatives employed amount to as much as 
10% of the total of faotory employment, and most are below 5% ; 
textiles, on the other hand, represents 60% of the whole. This is 
partly due to the high percentage of textile output in the total, and 
also to the fact that labour-saving processes have not yet been de- 
veloped so intensively in textiles as in other industries . The figures 
in Table VII reveal the same features in the other three countries, 
but not, of course, to the same degree. Finally, in the total number 
of factories, Textiles is also leading, amounting to 869 units ; the 
next is Food,- Drink and Tobacco, 547 ; the third is Paper and 
Printing, 269. But, so far as the size of firm with respect to opera- 
tives employed is concerned, Textiles ranks only second, amounting 
to 534 operatives per unit ; Ships and Vehicles comes first, 734 per 
No. 223.— VOL. LVI. H H 
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unit ; Chemicals third, 266 per unit. On an average, operatives 
employed in Chinese factories are about 270 per unit. 

6. The Productivity of Factory Labour 

All the facts pointed out above make the low industrial 
efficiency but a logical result. In Table VIII the comparison 

Table VIII 


The Value of Net Output per Head of Factory Operatives in China , 
Germany, the United Kingdom and the United States 



China 

(1836). 

Germany 

(1936). 

U.K. 

(1936). 

U.S. 

(1936). 

£ 

31 

294 

264 

595 

Index numbers 

100 

948 

862 

1,929 


made between China and the other three countries is based on the 
value of output produced per factory operative. The index 
numbers show that a Chinese worker can turn out only one-ninth 
of the product of a German or an English worker, and one- 
nineteenth that of an American. In other words, a Chinese will 
require nineteen days to produce the output produced by an 
American worker in one day. The difference is appalling. Yet 
this is not the whole picture. When the comparison is made 
between the output produced by an American worker and a 
Chinese handicraft worker, the result is almost unbelievable. 
From the proportion of net output produced and employment in 
factory and handicraft, we know that the output produced per 
factory worker is 2-6 times greater than per handicraft worker. 
Thus, one day’s work of an American worker will be equivalent 
to fifty days’ work of a Chinese handicraft worker. This low pro- 
ductivity is, of course, only partly due to the inefficiency of labour, 
and partly, perhaps mainly, due to the meagreness of capital 
investment. Where labour-saving devices have not been ex- 
tensively installed the output produced per worker is necessarily 
low. This fact has also been shown in the proportion of net output 
in gross output. In Germany, Britain and the United States 
the proportion is about 40-60%, while in China it amounts only 
to 20%. The simpler the manufacturing processes, the less the 
share of net output in gross output will be. 

6. Distribution of Income in Factory Production 

To conclude this paper, let us discuss briefly the distributive 
shares in factory production by ciphering the ratio of wages in 
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net output. The result obtained can also be compared with the 
figures in Mr. Rostas’s article. It is dearly shown in Table IX 
that the ratio is much higher in China than in all the other three 
countries. This is quite natural, and in accordance with the above 
analysis. The smaller the scale of capital investment, the greater 
will be the distributive share to labour. But the greater dis- 
tributive share to labour does not mean higher payment to labour ; 
on the contrary, it means greater input of labour, and, therefore 
lower payment to labour. From Table X in Mr. Rostas’s article 


Table IX 

Share of Wages in Factory Net Output in China, Germany, 
the United Kingdom and the United Slates 



China 

Germany 

U.K. 

U,S. 


(1933). 

(1936). 

(1936). 

(1936). 

Percentages .... 

65 1 

320 

44-3 

39*4 

Percentages in index numbers . 

100 0 

49-2 

680 

60-6 


we can also see that the long-term changes of the share of wages 
show a decline in both Britain and Germany from 1924 to 1938. 
If China’s industrialisation can be speeded up, the share of wages 
in output will naturally decrease, while wage rates will inorease. 

Institute of Social Sciences, Pao-san On 

Academia Sinica, Foh-shen Wang 

Sze-chuan, Li-chung. 













PROFESSOR HAYEK ON INDIVIDUALISM 

Peofbssob Hayek’s Road to Serfdom, had a combination of 
qualities — sincerity, passion, fine English writing, acute and subtle 
logic, wisdom, and appositeness — which may well cause it to take its 
place as a classic. It will probably long be read with both pleasure 
and advantage. In a work of this character, which may be called 
a polemic, or, perhaps, with greater precision, a tract, some 
over-emphasis is in place ; it adds a spice, and at the same time 
reveals the sources of the author’s inspired mood, thereby helping 
the understanding of what he has to say, and it can easily be 
allowed for by the reader of sense when he makes his final assess- 
ment. There are some, it is true, including some who are sympa- 
thetic to Professor Hayek’s main position, who felt that he took 
just a little too much of the licence properly accorded to inspiration, 
thereby impairing the cogency of the tract. This excess, if 
indeed it was there, consisted not so much in the ruthlessness 
with which he pushed his arguments to their logical conclusion — a 
procedure appropriate in the context — as in a certain tendency 
to dogmatism and exclusiveness which cannot be validly main- 
tained in the field of political studies. The subject-matter is 
too complex, elusive and mystorious. 

In the present lecture, which may be regarded as a pendant 
to the larger work, the inspiration flags and the dogmatism is more 
prominent. As there is a clear danger that Professor Hayek may 
let this tendency to dogmatism assume the mastery in his intellec- 
tual make-up — as illustrious writers on politics have done before 
him — and as this might obscure his other lights, which are capable 
of being of such great service in these harassed times, it may be 
well to examine the work before us with exceptionally critical 
scrutiny. 

Dogmatism is implicit in the title itself — Individualism : 
True and False. This seems to serve notice of a heresy hunt. 
One would have thought that in these days of sadly waning individ- 
ualism, one should be reluctant to cast out of the oanon interesting 
and influential “ individualist ” thinkers, even although their 
work contained certain impurities. Anyhow, if there is to be a 
purge, let us be quite sure that our criterion is oorrect. 

First it is necessary to examine, much more strictly than 
Professor Hayek seems to have done, the meaning of the words 
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“ true ” and “ false ” in this context. As an opening move I 
suggest six possible meanings, without olaiming exhaustiveness. 

1. It may be held that in the history of thought certain 
writers have so clearly established the title to be the expounders 
of individualism that the doctrines of other lesser writers may be 
tested by their agreement or disagreement with the ideas .of these 
master minds. (Historical criterion.) 

2. Instead of certain writers, the word itself may be made the 
criterion. Presumably individualism entails stressing the im- 
portance of the individual. Doctrines may be tested according 
as whether they do or do not genuinely do this. (Etymological 
criterion.) 

3. Individualism may be regarded as comprising a number 
of propositions about the working of society. Propositions 
may be true or false. True individualism could be said to 
consist of all those “ individualist ” propositions which are true 
and false individualism of those which are false. (Scientific 
criterion.) 

4. Individualism may be regarded as comprising not a set of 
sociological laws, but a statement of aims or ends or values. 
Individualism might be deemed true, if the aims or values set 
out are things which mankind does in fact value, and conversely. 
(Value criterion : ends.) 

6. Alternatively individualism may be regarded as prescribing 
not ultimate values, but the means to achieving oertain more 
fundamental aims commonly accepted by mankind. True indi- 
vidualism would then prescribe a set of maxims which do in 
fact tend to the achievement of those aims, while the maxims of 
false individualism would be those which have plausibly been 
taken to do so, but do not in fact do so. (Value criterion : 
means.) 

6. True individualism might be taken to state the values men 
ought to aim at whether they do so or not and false individualism 
values which men ought not to aim at. (Moral criterion.) 

Professor Hayek certainly does not make plain which of these 
or which combination of these criteria he has in mind. His 
citation of certain authors suggests the first. By this he cannot 
be deemed to have established his case. He attaches himself 
firmly to Burke, Adam Smith, de Tooqueville and Acton. He 
stretches out tentacles towards Locke and Hume. But Locke, 
his claim on whom he makes no attempt to substantiate, must 
definitely be denied him, for reasons which will be explained. 
Among the false we have by his admission the Enoyolopssdists, 
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inttoh of the work of the Benthamites and of J. S. Mill and Herbert 
Spencer. When we examine the doctrine expounded by Professor 
Hayek, we have to class Locke and Bentham among the false. 
Clearly then in this appeal to authority, as manifested in the 
history of political thought, the verdict is indeoisive. It may 
be noticed in passing that Professor Hayek’s four favourites, 
while very sagacious men, were not, except Adam Smith, moral 
philosophers who dealt with first principles. Professor Hayek 
hints at the second criterion when he argues that individualism 
ought to mean something that is the opposite of socialism. When 
he says emphatically that individualism is “ a theory of society, 
an attempt to understand the forces which determine the social 
life of man, and only in the second instance a set of political 
maxims derived from this view of society ” he seems to point to 
the third criterion and away from those numbered 4 to 6. None 
the less the general drift of his argument suggests that he has the 
fifth also in mind. 

It seems difficult to dispense with the first and second criteria 
altogether. If we concentrate attention on the third (or on any 
of the last four, for that matter) individualism seems to become 
identical with sociology. Perhaps Professor Hayek would say 
that it is. Yet it seems more natural to suppose that what is true 
or wise in individualism constitutes some important part or aspect 
of sociology, not the whole. And if we ask which part, we are 
driven back to the first or second criterion. But when one con- 
siders his argument on these, one cannot escape the notion that 
Professor Hayek is not seeking to apply them strictly, but that he 
has quite a different approach, that he thinks that there is some 
absolute doctrine laid up, so to speak, in Heaven, a Platonic idea 
of individualism, which mundane writers may or may not have 
succeeded in grasping. This is a common error of the man in the 
stfeet, when he discusses Liberalism, Socialism*, etc. For him there 
is some absolute doctrine, a true Liberalism, for instance, which is 
not on the one hand merely truth itself nor on the other 
a rescript or conflation of what Liberals have expounded. 
This of course opens the door for the prophet, for the man who 
claims to have seen the invisible Text. And this is the danger. 
1 am reminded of a book I once read by an American lady, the 
whole of which was devoted to proving, without reference either 
to the artistic intention of Shakespeare or any alleged facts of 
history, that Shakespeare had altogether failed to do justioe to- 
the moral character of Hamlet’s mother. 

The main characteristic ascribed by Professor Hayek to tru e 



438 


THE ECONOMIC JOURNAL 


fSEPT. 


individualism is respect for “ spontaneous social products ” 
which promote a good sooial end but were not deliberately devised 
for the purpose they serve. One detects at once the economist’s 
reference to Adam Smith. But Professor Hayek wishes to 
broaden the basis of respect for property and markets, by assimi- 
lating the economic doctrine of harmony to the more far-reaching 
conceptions of Burke on the utility of established institutions and 
quotes a notable tribute by Adam Smith to Burke . 1 He contrasts 
this doctrine with the rationalist approaoh which assumes that 
Reason can provide blue-prints which will solve all human 
problems; the reference to our modem planners is obvious. 
Now much of what he says in this passage concerning the imperfect 
rationality of human beings and the power of social processes to 
achieve more than the highest individual human reason could 
devise is wise and true. But it is not at all clear what this has to 
do with the doctrine of individualism. What Professor Hayek 
seems to be doing here is roughing in a philosophical defence not 
of individualism, but of the best type of conservatism. The 
antithesis to the doctrine he is expounding in these passages is 
not socialism or collectivism, but radicalism, which is prepared to 
tear down established institutions and build quite afresh in the 
light of reason or first principles. Such a radical was Bentham, 
who wished to test all establishments by the greatest happiness 
principle. That surely is a characteristically rationalist procedure. 
It is not merely the Benthamite school but Bentham himself who 
stands condemned of rationalism and therebyof false individualism. 
But is not this a little absurd ? We cannot really have a definition 
of individualism that excludes Bentham. Furthermore, Locke 
was a thoroughgoing rationalist in this sense. So he too would 
have to be excluded. 

In the eye of truth there is much to be said both for conser- 
vatism, a disposition to ascribe hidden values to customs and 
institutions that have grown up, and for radicalism, the urge to 
sweep away all the old rubbish. The social value of eaoh dis- 
position depends on time and circumstance. No formula can 
exempt us from the difficult intellectual task of deciding which 
way we should incline from time to time, seeking the gqlden mean, 
recognising both the weakness and fallibility of human reason, 
and also its amazing power. This lecture adds point to Mr. 
Durbin’s spirited plea for reason in his review of Professor 

1 It should be noticed, however, that Adam Smith sevorely condemns another 
of Professor Hayek ’s favourites — de Mandeville ( Moral Sentiments, Pt. 6, Sect. 
2, ch. 4). 
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Hayek’s previous volume. 1 But what has all this to do with 
individualism ? In many sooieties, perhaps most, time-honoured 
institutions have been exceedingly cramping to the individual. 
The radicals or rationalists of to-day may incline to centralist 
planning, but at other times they have sought to release the 
individual from despotic power or unduly cramping laws or 
customs. 

Surely the Amerioan constitution may be regarded as an 
individualist blue-print, and therefore, according to Professor 
Hayek, as a type of “ false ” individualism. It is true that 
British people have for many years poured some scorn on its 
rigidity, preferring their own more flexible system, which has 
evolved or been patched from time to time in a way that should 
commend it to Professor Hayek. Yet it is possible that a man of 
to-day, who really valued individual liberty, would feel more 
secure of his freedom if living in the United States under the 
ffigis of that piece of rationalist planning than he would under our 
own regime. 

The attempt to link Smithian economics to Burke’s con- 
servatism is not a happy one. It is true that they are both 
inimical to centralist planning and rely on the unfettered working 
of existing institutions. But whereas Burke was anxious to 
make us look to the hidden virtue in established things, Smith’s 
system was fully rationalist. Professor Hayek is right in urging 
that this does not imply that each individual is fully rational; 
but the raison d'iire of the system as a whole and its parts can be 
demonstrated by argument. This is quite in contrast to the 
emotional foundations of loyalty on which Burke builds. 

This confusion between two separate issues shows itself in a 
number of ways, for instanoe in the treatment of Rousseau, who is 
lumped in with the Encyclopaedists, despite the fact he was in 
sharp conflict with them on most points. Professor Hayek treats 
this great man in altogether too cavalier a way ; he is assigned the 
role of a power for evil. Rousseau has two very different, and 
indeed in some sense opposed, strains, neither of which Burke 
“ commonly (and rightly) represented as the maun opponent of 
the so-oalled ‘ individualism ’ of Rousseau ” (p. 7), was capable 
of understanding. 

In his striot political theory Rousseau should probably be 
classed ats a oolleotivist. He stated the case for the general will. 
The power of incisive logic shown in the Control Social places 
Rousseau in the ranks of political philosophers concerned with 

1 The Eoonomic Journal, December, 1045. 
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first principles — Hobbes, Locke, Hume. When Rousseau refutes 
the doctrine of “ might is right ” in a few limpid and immortal 
sentences he is as far beyond the range of Burke in theoretical 
philosophy as Burke is beyond Rousseau’s range in practical 
wisdom. Burke had not the power of precise logic which would 
have enabled him to meet Rousseau at all on the high philoso- 
phical plane. As a political theorist Rousseau should not be 
classed as an individualist, true or false. Presumably the reason 
why Professor Hayek classes him as the latter is that he was a 
radical, prepared to sweep away the old rubbish. 

In his attitude to other matters, in his temperament, in his 
emotions, Rousseau was no doubt a strong individualist. As such 
he is regarded as father of the Romantic Movement — and was a 
man of great influence and genius. And about that aspect too 
Burke, albeit for totally different reasons, was quite unqualified 
to pass comment. As a romantic Rousseau probes deep into the 
human heart, lifts the veil, turns our attention back to elemental 
and universal passions, stirs, moves, shocks. That was not at all 
Burke’s milieu. For all his poetic imagination, Burke was 
essentially a man of business, state papers, bustle and conven- 
tionality. Tt is not to belittle Burke’s greatness in his own field 
to say that it showed a considerable narrowness that he could see 
in Rousseau only a perverted egoist. Perhaps that was typically 
English; for, if we give to Ireland Burke’s oratory, we should 
probably accede to Burke’s own claim to be of English stock, 
when we seek the national source of his political wisdom — and 
his philistinism as regards the deeper emotions. Not all English- 
men are like that, however. We have our Shelley. Before 
closing his list of individualists, Professor Hayek would do well to 
examine the case of Shelley carefully. He was an individualist and 
a rationalist, prepared to pull down the pillars, and yet an object 
of great veneration in prim Victorian England . 1 

This brings me to the later pages of this lecture. Professor 
Hayek has so much of value to contribute to the thought of the 
country of his adoption, that I hesitate to discourage him by 
joining those who would warn him about the difficulties of 
summarizing the typically English point of view. He thinks that 
the Germans are “ rationalist ” and thereby “falsely individualist ” 
in insisting on the development of “original” personalities. He 
contrasts this with the “ voluntary conformity ” of the English 
Public School system. There is much confusion in this. In 

1 I may be allowed to bring Shelley into the argument, since Professor Hayek 
cites Goethe. 
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many respects the English are fundamentally non-conformist, and 
this country has been singularly rich in “original” personalities. 
One has only to examine the literature from Shakespeare to 
Dickens. It is a well-known dictum of literary criticism that our 
imaginative writers show their best genius in the portrayal of 
secondary characters, who are commonly eccentric, while their 
heroes and heroines are a little lacking in depth. The most 
notable exception to this dictum, Hamlet, illustrates the point. 

The question of the essential characteristics of the English 
Public School is notoriously a treacherous one. The English 
themselves have not been able completely to unravel it. There is 
a typically English concept, much older and of far greater im- 
portance than that of old Public School boy, perhaps of waning 
influence now, but historically of great moment, the gentleman. 
It is well known that the criterion for distinguishing a gentleman 
is something other than income or even heredity. For centuries 
English gentlemen have been famous for their frequent eccen- 
tricity. Enthusiasts might claim that no class in recorded 
history has been so rich per head in “ original personalities.” 
The conformist tradition of Public Schools, referred to by 
Professor Hayek, is comparatively modem and its cause is 
readily explainable. To be a gentleman is (or used to be) an 
ideal near the heart of many Englishmen. Public Schools came 
to establish the claim that they had a secret patent for manu- 
facturing gentlemen artificially. Parents of means naturally 
sought this advantage for their sons. Conformism has no con- 
nexion with the concept of gentleman as such but was necessary 
to the process of artificial manufacture. In the broad picture of 
English social life through the centuries it is a phenomenon of 
minor importance. None the less Borne hold that the increasing 
predominance of this rather more uniform Public School product 
in recent decades has weakened our national character. It is 
possible also that the amount of conformism often ascribed to 
these schools is exaggerated. At my own school, an ancient one, 
the most influential masters were certainly very eccentric characters, 
and their influence to some extent lay precisely in that. They were 
odd ; but it was not thought in the least odd that they should be 
so ; on the contrary, their oddness was accepted and admired as 
being essentially in the British tradition. There is no need for 
Professor Hayek to look beyond British experience for the stress 
that J. S. Mill lays in his Liberty on the value of variety in in- 
dividual self-expression. This is something deeply rooted in 
British* individualism. “ Voluntary ” conformity is more oharao- 
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teristic of American Main Street ; and there, according to report, 
it is not so much superior to legal restraint, in the point of 
oppressiveness, as Professor Hayek suggests. 

It is of course quite true that there is something very un-English 
in the quest for self-expression that one finds in Werther, Faust 
and Wilhelm Meister. But what is un-English there is not the 
originality of the protagonists, but their self-conscious quest for it. 
It is the craving for something that they feel themselves to laok. 
When Faust is confronted with Euphorion he perceives an inborn 
freedom and natural waywardness of spirit that are quite beyond 
his range. I may remind Profossor Hayek that Euphorion was an 
Englishman. 

This lecture contains much that is wise, much that is well Baid 
and much that is worthy of Professor Hayek at his best. 
I have concentrated my notice on his heresy hunt. The 
doctrine of individualism needs nourishment from many sources 
and will flourish only by an interplay of opinion as free and varied 
as the mode of life which it seeks to seoure in - practical affairs. 
If any one, even someone so distinguished as Professor Hayek, 
ever succeeds in establishing himself as its S. Athanasius, that 
will be the death of it. 

R. F. Harrod 

Christ Church, 

Oxford. 



REVIEWS. 


The Socialist Tradition, Moses to Lenin. By Alexander Gray. 

(London s Longmans, Green & Co., 1946. Pp. x + 623. 21s.) 

This is an entertaining book. Professor Gray writes with 
gusto and his humour hubbies up on every page. The humour 
is, indeed, at times rather of the classroom variety ; but at other 
times, particularly when his sympathy is engaged, it is of an 
altogether higher order. The chapter on Fourier is a gem. 

It is also a scholarly book. Professor Gray is well versed in 
the original authorities ; quotes them judiciously without running 
into excess ; and is careful throughout to give his references — a 
praiseworthy practice which might pass without comment were 
it not so often neglected in these hurried, not to say slovenly, days. 
If there is any complaint to be made in this connection it is that 
the reader would be helped considerably if the date of first 
publication were given not only occasionally, but wherever possible 
— at any rate for the more important of the works brought under 
notice. Secondary authorities are (rightly) but little relied upon. 
To the present reviewer, however, it is pleasant to find a favourite 
author of his youth, Emile Faguet, being given his due. 

As an indication of the ground covered and the method used, 
the title is a shade misleading. “ Leading writers in the socialist 
tradition ” would have conveyed a better idea of the contents. 
For, as the prologue explains, “ the present volume ” “ does not 
aim at being a history of socialist thought,” its purpose is “ to 
present the outstanding figures in the development of socialist 
thought, with some estimate of the significance of their several 
contributions.” It is, in the words of the wrapper, “ a collection 
of studies ” — not a record or analysis of a process of development : 
a series of stills, not a motion-picture. 

This manner of treatment has its drawbacks. Individual 
thinkers tend to be too muoh isolated both from each other and 
from the contemporary movement of thought and events. As a 
result, not only is the sense of the gradual emergence and evolution 
of a particular body of ideas or attitude of mind (under pressure 
from social conditions and the general march of knowledge and 
speculation) apt to be lost, but the character of the individual 
writers’ contributions is liable to be, in some measure, obscured. 
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Professor Gray’s account of Marx, for instance, does not bring 
out as clearly as it might how largely Marx’s work consisted in 
drawing together threads which ran through the writings of his 
contemporaries and immediate predecessors, an attempt, conscious 
or unconscious, successful or unsuccessful, to fuse into a coherent 
whole elements gathered from a variety of sources. Again, the 
eccentricities of such writers as St. Simon and Fourier, which 
stand out from these pages in all their stark crudity, are softened 
when we remember that they belonged to what was, as readers of 
Peacock’s novels are aware, an age of extravagance. Professor 
Gray does indeed pay tribute to St. Simon’s flashes of penetration, 
and by no means ignores his influence and his anticipations of 
later ideas ; but more attention to the historical setting might have 
led him to recognise more fully than he does that the contribution 
of this fou trts intelligent was a truly remarkable reflection of his 
time and seminal in a quite exceptional degree. 

Perhaps, too, it is partly because of the method he has chosen 
that Professor Gray fails to emphasise the extent to which 
socialism is, in essence, the antithesis of capitalism — or, if less 
Hegelian language be preferred, a reaction against it. He notes 
that it is not till we reach the late eighteenth or early nineteenth 
century that we can begin to look for the fathers of socialism. 
But he does not proceed to the obvious step of connecting the 
emergence of socialism with social and economic developments; 
nor does he accord the central position which it surely deserves in 
any historical treatment of socialist thought to the notion of 
“ exploitation ” — the use of private property in the means of 
production to oblige the mass of the people to work for the owners’ 
gain. It is the urge to escape from the injustices or subordination 
associated with “ exploitation ” which, more than anything else, 
gives socialist (and anarchist) doctrine what unity it possesses; 
goes far to explain its seeming vacillations and inconsistencies 
(as, for example, in the case of the unduly despised Proudhon) ; 
and provides the link between such dissimilar utterances as, say, 
the explosive rhetoric of Baboeuf and the Fabian Basis. Pro- 
fessor Gray’s “ estimate ” of the “ significance ” of his authors’ 
“ several contributions ” would have gained rather than lost in 
interest and depth if he had looked at them more as manifestations 
of a particular phase in history and less as attempts to arrive at 
the eternal verities. 

But if his manner of treatment has its defects, it has also a 
sovereign merit. It never allows us to forget that books are 
written by men and women, not by tendencies or environments or 
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intellectual climates. Professor Gray is always conscious of the 
human personality behind the printed page. This lends vividness 
to his book, and makes it a wholesome corrective to a misleading 
and somewhat dreary trend in much of the work which is now 
being done on the history of thought. 

Judged simply as a collection of studies, the book has perhaps 
too much the character of a Fools’ Gallery. As one reads, the 
impression grows that Professor Gray is not taking his subject 
seriously; almost, indeed, though this would be less than fair, 
that he regards the whole socialist and anarchist tradition as a 
huge joke. Wit and humour are all to the good : but one oan be 
serious without being solemn. It is proper in a historian of ideas 
to expose foibles, extravagances, exaggerations, fallacies and 
contradictions. But he also has another duty. To enquire 
whether, when all these are swept away, there does not remain a 
substratum of significant truth in the doctrines he presents and 
analyses. Professor Gray too often neglects to do this. No one, 
for example, who is not of the Communist faith can nowadays 
swallow the materialist conception of history undiluted. But 
has it not contributed something of value to our understanding of 
the growth of society? And, over-simplified, over-stated, con- 
fused, mischievous even, though the doctrine of the class-war 
may be in many ways, can it be dismissed as a mere “ fatuity ” ? 
Is there not a real or supposed cleavage of interest in the matter 
of property-ownership and the control of industry which is not 
without significance in the life of our time? As we watch 
Professor Gray poking fun at one of his sitters after another a 
doubt obtrudes whether recent events do not suggest that after 
all history is, up to a point at least, on the side of the fools : which 
in turn suggests the question whether there was not more of 
wisdom mixed with their folly than Professor Gray is disposed to 
admit. 

But when all is said, and however much one may differ from 
his estimates of the doctrines he discusses, Professor Gray has 
given us a lively, learned and stimulating introduction to the 
leading figures in the socialist tradition, and one which is well 
calculated to induce the beginner to make their acquaintance 
at first hand. He deserves our thanks. 

Two detailed points of fact invite a query. First, did not the 
Marx family embrace Christianity in 1824, when Karl was six years 
old, not, as is implied on p. 297, before he was bora ? Secondly, 
has Professor Gray the support of modern criticism for his 
suggestion that St. Luke “ edited ” and “ blue-pencilled ” the 
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Sermon on the Mount to make it oonform to his “ left-wing ” 
views, and that St. Matthew keeps nearer to the original utterance ? 
On a matter of this kind, a Scot must be presumed to have the 
advantage over a Sassenach. But it would be interesting to know 
on what evidence or authority Professor Gray is relying here. 

G. F. Shove 

King' 8 College, 

Cambridge. 

A Page of British Folly. By R. F. Habrod. (London : Mac- 
millan, 1946. Pp. 60. la. 6 d.) 

The folly is the grudging spirit which resents as onerous or 
detrimental to British interests the conditions with which the 
American Loan has been accompanied. Mr. Harrod’s pamphlet 
was intended to be the first chapter in a book on international 
economic co-operation. But it seemed to him so important that 
the point of view therein set out should be presented to the 
public without delay that he decided to let it appear as a separate 
brochure. 

The conditions with which the loan is associated are the out- 
come of Article 7 of the Mutual Aid Agreement of February 23, 
1942. That article, Mr. Harrod writes (p. 4), “ contained an 
economic programme which looked much more British than 
American ” ; so much so that it might have been supposed to 
have been “ foisted on to the Americans by a triumph of British 
legerdemain. It certainly represented a wide departure from the 
traditional American isolationism, and should have been loudly 
acclaimed and warmly welcomed by every one here as offering 
a fairer prospect for world prosperity, harmony and peace than 
we had hitherto dared to hope for.” 

The International Monetary Fund of Bretton Woods is the 
one important case where the aspirations of Article 7 have been 
reduced to a detailed plan (p. 17). Mr. Harrod regards the 
Keynes plan for a Clearing Union, which preceded it, as incom- 
plete, because it contained no express provision for the case of a 
scarce currency. The omission, he thinks, was intentional, 
because “ such sanctions would necessarily be rather aoutely un- 
pleasant to any nation, and America is notoriously one, that is 
cast for the r61e of creditor nation in the coming period ” (p. 23). 
It would have been “ intolerably maladroit ” to propose them. 
Yet the Americans themselves spontaneously included sanctions 
against a scarce currency in their counter-proposals, and the same 
feature has been embodied in the Bretton Woods plan. 
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“ This was indeed a most magnificent gesture by the United 
States,” showing “ consummate disinterestedness.” 

' la this version correct? Is it not rather the case that the 
Keynes plan was unacceptable to the Americans because it would 
have compelled a creditor country to supply its own currency in 
exchange for bancor to an amount limited only by the quotas 
to whioh the overdrafts of the debtor countries were to be sub* 
jeot ? The American plan imposed a narrower limit. The debtor 
countries can only take out of the International Monetary Fund 
what is there; the contribution of the creditor country to the 
Fund is limited, and, if it is exhausted, the debtor countries must 
be content to buy one another’s currencies. The scarce currency 
provision deals with this contingency by allowing the debtor 
countries to refrain from buying more from the creditor country 
than they can pay for. So much logic compelled. 

American opinion, Mr. Harrod says, favours “ fixed and un- 
alterable ” rates of exchange ; British opinion favours rates 
“ subject to variation from time to time ” (p. 37). “ I am very 

partial,” he owns, “ to flexible exchanges, and believe the Ameri- 
can view to be wrong ” (p. 38). 

The Bretton Woods plan, while retaining gold as an inter- 
national medium, concedes flexibility of rates in case of a funda- 
mental disequilibrium. The Americans holding “ strong, well- 
defined and well-reasoned views . . . have shown themselves 
willing to scrap these views and to adopt the British view.” 

Mr. Harrod here assumes that the issue was one of national 
interests. But that is not so. The divergence of view is not as 
to national interests but as to what will be beneficial to the world. 
A subjection of a nation’s power to alter the par-value of its 
money unit to international control is an innovation, and a very 
dangerous one. If the gold standard is discredited, that is 
because nations have in the past been unduly reluctant to alter 
parities; but they have always been perfectly free to do so. 
Under the Bretton Woods plan they will not be free. The con- 
ditions to which the consent of Hie Fund must conform are 
formulated, it is true, in terms apparently reasonable. But can 
the wisdom of those who have to interpret and apply them be 
unequivocally relied on? Misgivings on the subject are not 
folly. 

When Mr. Harrod turns to the question of discriminatory 
practices in international trade, his case is stronger. One source 
of opposition to the American proposals is the fear that Imperial 
Preference is threatened. “There are old-fashioned Canaerva- 
No. 223. — VOL. LVI. 
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tives who live in the remote past and advocate Joseph Chamber- 
lain ” (p. 36). He quotes the assurance given by President 
Roosevelt to Mr. Churchill that the abolition of Imperial Prefer- 
ence is not called for, and he infers that what is intended is that 
Imperial Preference must not be increased and will have to be 
reduced “ in some reasonable proportion to a general reduction 
of tariff barriers ” (p. 10). It will not be honourably open to 
Great Britain to reject an agreement otherwise satisfactory 
pursuant to Artiole 7 merely because it involves a severe scaling 
down of Imperial Preference (p. 66). 

But the discriminatory practices against which Artiole 7 is 
really directed “ offer a menace of measureless potency to our 
export trade ” (p. 10). 

There are advooates of compartmentalising trade, who would 
rely on “ (i) the power that we gain from being such a large 
market for many countries and (ii) the attractiveness for some 
of being in the so-called sterling area ” (p. 48). But Mr. Harrod 
shows that “ this leverage is a wasting asset ” (p. 49). “ We can 

secure a sound and lasting trade position in one way and one 
way only, and that is by being able to offer wanted goods at 
acceptable prices ” (p. 60). In the forthcoming trade negotia- 
tions “ we should press for a system that is as open and truly 
international as possible ” (pp. 64-6). 

“ We must not regard the difficulties we fear in getting 
sufficient export markets as the central problem round which all 
international plans must be made to revolve. In due course 
we shall have to work hard, like everyone else, to secure required 
markets. Meanwhile we have the Loan to see us through the 
awkward transitional period ” (pp. 67-8). 

R. G. Hawtrey 

London. 

Income : an Introduction to Economics. By A. C. Pigou. (Lon- 
don : Macmillan, 1946. Pp. 118. 6s.) 

Some time ago, Professor Canaan entered a plea for a “ simpler 
economics.” He meant that there were complexities which 
should not be investigated by methods beyond easy compre- 
hension. The expression in the simplest language of the results 
of far-reaching analysis is a different thing; it is that kind of 
simplicity which this book brings back from the far Country in 
which its author has travelled, and the reader feels that he has 
been there. 

There are two aspects of the study of Income ; the historical, 
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ww«ning its growth since 1800, and the methodological, as a 
synthesis or oonspectus of the whole economic problem. The 
former is now seriously affected by Bowley’s conclusion that we 
cannot rely on much exactitude before 1880, and on still less 
before 1860 ; and also by the antithesis of the supposed four-fold 
average increase in real income 1800-1914, and the most recent 
facts concerning consumption and nutrition. It is difficult to 
imagine the country as having been four times as badly off as 
would correspond with the facts now supplied by Orr and the 
F.A.O. As a method for bringing the economic framework 
into one focus, income study is being tried out, and this has 
changed the emphasis of economic study since Professor Pigou and 
I trod the older path by which, perhaps, we saw more of the 
country. 

I think that, in the study of the measure of income (Chap. 1), 
much is to be learned from the tax cases, especially in respect of 
the definition of what is net. Not enough use is made of this 
source. The Courts have had served up to them, and serve up 
to economists, the problem of what is “ wholly, necessarily, and 
exclusively ” a cost of making an income. This particularly 
applies to depreciation, or the cost of keeping capital intact, in 
respect of which the judgments have moved by their own dialectic 
into agreement with economic theory (after earlier disagreement), 
but with much illuminating detail. “ Depletion of capital in 
connection with its use in industry ” (p. 4) would not meet the 
legal requirement of specific use, since an asset might appreciate 
as a saleable thing, while having specific depreciation. The 
cost of living is not a maintenance cost, since depreciation must 
be the cost of a specific income, not of any income at all. Prof. 
Pigou’s suggestion to define depreciation by insurable costs has 
not been taken in law. 

As regards transfer income (Chap. 1), its contractual nature is 
what seems to make it income in law, since the law is fond of 
attention to regularity. A service rendered at one time may 
have a delayed settlement. A country which has waged only 
successful war may take a different view of the service from one 
which has lost a war. Transfer taxation is the most onerous of 
taxes, since it does not use up resources (which is what resources 
are for), and has therefore no productive offset to ite restrictive 
effect as a tax. The nation does not “ get back ” part of the 
transfer by taxing it, any more than it gets back part of what it 
pays to the Civil Service. The whole transfer is fully effective 
as a tax on the whole community, including the rentiers. 
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The problem of fluctuations (Chap. 6) is reduoed, so as almost 
to collapse, into a choice between what Fisher called “ starters " 
of variations, and the simple tracing of the course of variation. 
There are several theories of starters, while many others are only 
tracings. The third way out was Cassel’s pieoe of arithmetic, 
which did not distinguish fluctuation from casual variation. As 
regards the remedy by publio works, we go back to Say, who 
dearly stated it. It was not possible for him or Adam Smith to 
mention those developments which we heard so much of in the 
public schemes of the Lloyd-George agitation to conquer un- 
employment, since railways, telephones, and electrification did 
not then exist ; Say and Smith gave ail the list they could then 
give. If we have been far behind in plans of public develop- 
ment, the special opportunity which such a lag offers should not 
be combined with a reflection on private enterprise because of its 
liability to depression ; since it was bound to get jammed if public 
enterprise had not given due support. It is nearly a century since 
Mill said that laissez faire should be the “ general rule ” ; the first 
Socialist government announces 20% of national industry, and 
80% of private enterprise, as the proper balance ; and 80% is a 
very good definition of a general rule. 

D. H. Macoregor 

All Souls College, 

Oxford. 


Studies in Economic Dynamics. By M. Kalecki. (London : 

Allen & Unwin. 1943. Pp. 92. 5s.) 

In this volume Mr. Kalecki presents five essays— three of 
them published for the first time — containing a new exposition of 
his ideas, which in broad outline will already be familiar fco 
readers firom his earlier writings. The essays deal with the 
determinants of national output, inoome and income distribution, 
with the interrelation between long- and short-term interest 
rates, with business-cycle theory, and with the trend around 
which economic activity fluctuates. 

In his discussion of national income and its distribution, the 
author reaches surprising conclusions, which are shown to be 
implied in some of the most plausible assumptions of Keynesian 
economics. He shows capitalist income to be uniquely deter- 
mined by capitalist consumption and investment; whereas 
aggregate output is seen to be a simple function of capitalist 
income and the average gross profit margin. The gross profit 
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marg in in its turn, and with it the distribution of income* between 
labour and capital, is shown to depend mainly on the average 
degree of monopoly in the economic system, and not on factors 
like marginal productivity or the rate of profit on capital. The 
argument implies that under perfect competition grow profits 
would be zero, and not only would capitalists’ earnings be nil, 
but overhead costs could not be covered either. This paradoxical 
result, however, is more likely to shake the reader's confidence in 
the concept of perfect competition and the orthodox theory of 
pricing than in the author’s argument and assumptions. 

In the essay on interest rates the liquidity preference theory 
of the short-term rate of interest is illustrated by a statistical 
derivation of the demand curve for money, in the form of a regres- 
sion of Treasury-bill rates on the velocity of circulation. The 
theory that long-term rates are determined by the expected 
average of short-term rates is also tested statistically : by a 
regression analysis of discount rates and the yield of consols, 
averaged over selected intervals of time. The presentation of 
the theory is elegant and the coefficients derived plausible ; but 
the reviewer cannot help suspecting that the plausible results 
have a lot to do with the somewhat arbitrary choice of the 
averaging intervals and of the excluded “ intervals between the 
intervals.” 

The most important among the essays is the one dealing with 
business-cycle theory. Dr. Kalecki’s business-cycle theory, well 
known from his earlier publications, explains the business cycle in 
terms of the interaction of two main determinants of investment : 
the stimulating effect of higher activity and incomes, and the 
depressing effect of an increasing stock of capital equipment. In 
the present volume the author restates this theory in improved 
form. The main determinants of investment are broken down 
into their component factors, and the use of algebraic symbols 
enables the reader to keep track of the different factors and of the 
nature of their influence on investment and business activity. 
Also remedied here is a serious shortcoming of the earlier versions 
of the theory : the instability of the amplitude of the business 
cycle. While in many ways Dr. Kalecki’s theory is the most 
convincing explanation of the business cycle, in its earlier form it 
showed the degree of damping (or anti-damping), and henoe the 
amplitude of the cycle, to be a very sensitive funotion of the 
parameters of the system, which seems to be contradicted by 
experience. The first attempt to remedy this shortcoming of 
Dr. Kalecki’s theory was made, I believe, by Mr. Kaldor, who has 
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shown that the amplitude of the business oyole is stabilised by 
the fact that the influence of incomes on investment and of invest- 
ment on incomes (the multiplier effeot) vary with the phases 
of the cycle — being weakest at the top of the boom and the 
bottom of the depression. Dr. Kaleoki’s argument in the volume 
under review is very similar, except that he neglects variations in 
the multiplier and pins his main argument on the entrepreneur 
being oycle-conscious, and henoe more cautious in his investment 
decisions after a prolonged boom than at the beginning of it. The 
reviewer feels that the argument would have been rendered more 
convincing by a shift of emphasis and a more complete discussion 
of all the factors that tend to keep the amplitude of the cyole 
stable. 

The last essay in the volume breaks new ground in being the 
first theoretical analysis of a dynamic long-run trend, its deter- 
minants, and its relationship to the pure business cycle. 
Capitalists’ consumption, rentiers’ savings, population growth, 
labour productivity and innovations are among the determinants 
of trend discussed. The author is very pessimistic about the 
investment stimulating effect of population growth, which he 
regards primarily as an increase in unemployment exerting its 
influence by depressing money wages, and thus lowering interest 
rates. Effective demand will not rise as a result of population 
growth, because the working classes are assumed to spend all they 
earn independently of the number of their children, while the 
capitalist class has presumably no share in the population 
increase. In his discussion of the effects of innovations on capital 
accumulation and employment, Dr. Kalecki argues that in 
addition to their stimulating effect, innovations also have a dis- 
couraging effect on investment. The latter seems to be due to 
technical progress giving rise to the expectation of a faster rate of 
obsolescence; but the depressing effeot of this is shown to be 
weaker than the stimulating effect of innovations in a progressive 
economy. It is to be regretted that this interesting subject is 
treated in so summary a fashion. 

In general, one may say that the book whets rather than 
assuages the reader’s appetite. It contains many more ideas than 
can be adequately discussed within the compass of its ninety 
pages, but to the intelligent reader this should be a stimulus rather 
than a source of dissatisfaction. 

Tibob Soitovszky 

Arlington, 

Virginia. 
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The Theory of Economic Progress . By C. E. Ayres. (Chapel 
Hill : The University of North Carolina Press, 1944. Pp. 
viii + 317. $3.00.) 

This is a most refreshing book. Clarence Ayres is probably 
the last of the pure Veblenians ; indeed, I think he is to-day the 
only faithful one. Unlike so many of Veblen’s disciples, he has 
not become wholly concerned with statistical and descriptive 
studies which, in spite of their supposed realism, are often com- 
pletely lifeless. He has continued the radical and critical tradi- 
tion of the master; and in this book he is still labouring to 
persuade his readers to adopt “ a new way of thinking about 
economic problems.” It is easy, in the present circumstances, 
when real economic problems of all kinds are almost overpowering, 
to be scathing about a book which is so patently written from 
the isolation of the study. But, as one who has come into con- 
tact with Ayres’s students, I can testify to the immensely stimu- 
lating effect which his teaching and writing have on the best of 
the younger generation. At a time when textbooks on elementary 
principles are justly in disrepute, let this book be read and used 
widely as an antidote both to the sterilising effects of the teaching 
of traditional principles and to the confusion which results so 
often when teaching is confined to specific problems. 

This book is divided into three parts, of which the first, and 
much the best, is a critical description of the classical tradition. 
The second contains an analysis of economic behaviour on the 
basis of Veblen’s categories ; and the third a positive attempt to 
construct new principles of value and welfare. The seoond 
section is a very good restatement of the principal tenets of 
Veblen, using fresher and more up-to-date illustrations. The 
third section, however, is somewhat disappointing, and, in par- 
ticular, when Ayres attempts to translate these doctrines into 
specific analyses of economico-political problems, the result is 
somewhat thin. 

The first part, in spite of its brilliance, contains much that is 
wrongheaded. To suggest that the classical obsession with price 
is due to a “ trauma ” which can only be understood by the use 
of psycho-analytical methods is sheer nonsense. This contrasts 
with such striking and significant formulations as the one on page 
37, that the discovery that all prices were linked made it very 
tempting to assume that the resulting price system had some 
human, social and moral significance. The analogy of the social 
harmonies with the harmonies of nature, now outgrown by the 
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natural scienoes, is an example of the really brilliant phrases so 
frequently found in this book. 

In the third section the concept of capital is analysed. It is 
rightly described as the dominant institution and idea of our 
social order. Capitalism itself is regarded as “ a theory of 
authorship,” developed, so Ayres maintains, in order that we 
may be able to avert our eyes from the embarrassing spectacle 
presented by the great inequality of incomes. Business enter* 
prise is looked upon as the supreme author of modem civilisation 
(p. 47), and from this view there flows an extremely acute analysis 
of the whole structure of ideas connected with “ time preference/’ 
“ abstinence,” “ saving.” 

In the same section there are some admirable comments upon 
the theory of the “ round-about process ” in which “ the whole 
going concern of industrial society may be mistaken for the 
pecuniary advances of the capitalist ” (p. 65). The style of this 
section is particularly reminiscent of Vehlen at his best — it cer- 
tainly is free from the prolixity of Veblen at his worst. 

Finally, the theory of value inherent in any natural order 
philosophy is examined. There is not much, perhaps, here that 
is new ; the general line is that common not only to Vehlenians, 
but to other radical critics of traditional economio theory. But 
the exposition is novel and the style attractive : the statements, 
for example, on pages 84 and 85 relating to wants as social habits 
and the assertion that if the economy has any meaning at all it 
is the job of the economist to discover it. To seek that meaning 
solely in an analysis of price is rightly rejected by Ayres, not 
only beoause no true meaning is to be found in it, hut because 
it is often made an excuse for reviving the whole transcendental 
metaphysics of natural order philosophy. 

The second section, as I have said, is on purely orthodox 
Veblenian lines. Here we find the standard definition of econo- 
mic life as including activities both of a technological and a 
ceremonial character. The economist is made responsible for 
analysing the distinction between them and to expose the quality 
of this basic Veblenian dichotomy. There are some admirable 
examples throughout the remainder of this section of the peculiar 
nature of the progress of technology, based on an analysis of the 
many instances when novel combinations of existing materials 
and devices have led to great inventions. 

The brief historical summaries of the dichotomy between 
industrial evolution and ceremonial patterns — whatever one may 
think of the concept as Buch — are extremely well done; Mid in 
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(be chapter on technology and institutions the oonflict as it 
presents itself to-day is well stated. 

The final section, as I have already said, is somewhat dis- 
appointing. Professor Ayres is an admirable critic and a lucid 
expositor of Veblen; indeed, he is a disciple who can carry 
further his master’s work. In his first two chapters many critics 
of the present economic system and of its theory, even if they are 
not followers of Veblen, will not find much with which they will 
have to quarrel. But Professor Ayres’s more positive prescrip- 
tions regarding the strategy of progress will sound at best simple, 
at worst misleading. Nevertheless, this is a book to be heartily 
recommended. Here and there it is irritating, but even where it 
is so it provides a powerful stimulus to independent thought. 

Eric Roll 

Washington, D.G. 

Ekonomisk Teori. I. De Ekonomiska Kalkylema. 1939. Pp. 
286. II. Kausalanalys av det Ekonomiska Skeendet. 
1944. Pp. 661. By J. Akerman. (Lund : C. W. K. Gleerups 
Forlag.) 

Professor Johan Akerman, taking a sceptical view of the 
basis on which his Swedish colleagues have attempted to build 
up the structure of economic dynamics, has consistently held 
that a new approach is necessary. In the ambitious work under 
review, he sets out in detail his criticisms of the trend of economic 
thinking and the reformulation which he proposes. 

The argument may perhaps be summarised as follows. Static 
theory, with all its modem refinements, remains very much a 
descendant of the eighteenth-oentury concept of a “ natural 
order.” Everyone recognises that this is no more than a first 
approximation. There have been important extensions of this 
narrow framework — for example, the introduction of “ anticipa- 
tions ” with the object of stating the conditions of a “ dynamic 
equilibrium.” Then there is the work of those interested in the 
dynamio problem conceived as a sequence of events through time, 
involving Buch questions as elasticities of reaction. Using quite 
different tools, the inductive researchers have looked for statis- 
tical uniformities in the history of business cycles. But despite 
all this, economic soienoe still has a skeleton in its cupboard. 
There is a fundamental dualism between theory and reality. 
And Professor Akerman can see only one way out of this dualism. 
In his. view, one oan arrive at a satisfactory analysis of causation 
only by concentrating on ohanges in the economic structure of 



456 


THU ECONOMIC JOURNAL 


[SEPT. 


society and the changes in motive lying behind them. The 
calculations of the individual subject are strongly influenced by 
the institutional framework; and it is not sensible, for example, 
to apply to a semi-planned economy the assumptions about 
behaviour which fit a laisser-faire society. 

The first volume of this work begins by re-examining the 
philosophical background of economic thought, and then goes on 
to show the kind of restatement of economic principles which is 
necessary in the light of current institutional and structural 
developments. The second volume contains an exhaustive survey 
of statistical facts about business cycles. Taking a wide historical 
sweep, the author concludes, among other things, that five out of 
eight cases of international crisis in the business-cycle period 
reviewed were due mainly to the disturbance of war. He sug- 
gests that this has not been adequately appreciated by economists. 

One cannot but admire the wide learning and stimulating 
comment which characterise this work. Many readers will feel, 
however, that the author has failed to prove his case. Even the 
least charitable critics will agree that economics did not do badly 
under the stem test of the recent war. Though Professor Aker- 
man’s demand for a complete reformulation may not be justified, 
much of the argument used to support his scepticism deserves 
careful consideration. 

Brinley Thomas 

Cardiff. 

Industrialisation and Foreign Trade. (Geneva : League of Nations 
(London : Allen & Unwin), 1945. Pp. 167. Paper-bound 
7s. 6 d . ; cloth-bound 8s. 6 d.) 

The recent League of Nations studies of Europe’s Trade and 
The Network of World Trade emphasised the importance of the 
industrial countries in world trade, and the importance of trade 
between industrial countries in the world trade-pattern; Mr. 
Hilgerdt who was mainly responsible for them, now turns to a 
comparative and historical analysis of the relation between the 
growth of manufacturing industry in different countries during 
the last seventy years and the growth of trade — especially of trade 
in manufactures. Nothing could be of greater interest at the 
present time, and nothing could be more admirable than the 
approach to the problem through a massive research into sources 
for indices of trade, manufactured output, and price. 

It is certainly important, however, that its conclusions should 
be scrutinised with great care, if only because, like those hinted 
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at in Mr. Hilgerdt’s earlier works, they are full of oomfort for old 
industrial countries like the United Kingdom. It may therefore 
be best in a short review to enquire into the nature of this comfort 
rather than to range over the whole field surveyed — which is a 
wide one, including among other things an interesting discussion 
of the process of industrialisation in relation to its institutional 
background. 

What, in the first place, are the quantitative relations whioh 
the author succeeds in establishing ? They may be summarised 
as follows : 

(i) International trade in manufactures did not increase 
as fast, proportionately, as manufactured production from 
the 1870’s until about 1900, but thereafter increased faster 
until 1914. After 1918 trade in manufactures emerged in a 
permanently lower relation to output, but the two increased 
almost equiproportionately until 1929, after which they 
diverged sharply. 

(ii) For countries of about the same size, per capita 
output of manufactures and per capita imports of manu- 
factures are positively correlated. 

(iii) Between about 1870 and 1930 there is a fairly close 
correspondence between imports of manufactures and manu- 
factured output for most of the important countries con- 
sidered separately. Divergences appear to coincide with 
changes in economic policy — apart from the biggest diver- 
gence of all, which was that associated with the war of 
1914-18. 

(iv) Between the 1890’s and the 1920’s those countries 
whose industrial production grew fastest increased their 
imports of manufactures faster than the average. 

(v) Until as late as 1926-9 the older industrial countries 
were increasing their net exports of manufactures, and some 
of the countries in an earlier stage of industrialisation — 
including Russia, Australia, Spain, and Finland — were 
increasing their net imports of manufactures. 

On these facts the author concludes that, in conditions of 
normal economic growth, industrial development is usually not 
likely to cause a reduction in the import of manufactured articles, 
and that danger to the interests of the older manufacturing 
countries lies in disturbances to trade — such as wars and break- 
downs of the mechanism of multilateral exchange — rather than 
in the growth of manufacture, aa such, in other countries. He 
gives, moreover, a number of analytical arguments to support this 
view — as, for instance, that industrialisation of backward coun- 
tries generally goes with an opening-up of communications, so 
that most of the new industrial output is absorbed by entirely new 
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channels of internal toade; while primary production is also 
stimulated, expands, and becomes more readily available for 
international commerce. 

Much of this is undeniable as a matter of history. It is a 
matter for closer enquiry, however, how far the circumstances of 
industrialisation — wars and breakdowns of trade apart — may 
cause it to take different forms with widely different effects on 
trade. The opening up of a naturally wealthy new territory under 
conditions of reasonably free trade certainly involves both 
industrial development and a great expansion of international 
commerce ; it is far less certain that trade in manufactures will 
increase when primary-producing countries already commercially 
opened up find it convenient or possible to engage in manufacture 
more than formerly. 

One condition which clearly stimulates such countries to 
manufacture goods which they have hitherto imported is an 
adverse change in the terms of trade, and it may be significant 
that the two notable periods of such changes — from the later 
1870’s to 1900, and the depression of the 1930’s, besides 1914-21 — 
were periods in which trade in manufactures decreased sharply in 
relation to output of them. It is a commonplace, too, that the 
spread of education and modem institutions decreases the differ- 
ences on which much national specialisation is built. Fifty years 
ago, every advance in manufacturing technique increased the 
degree of specialisation, because such advances could be applied 
only in a minority of countries ; now, however, they can be applied 
in a large and ever-increasing number. The rise of cotton in- 
dustries near both to the sources of material and to the big tropical 
markets, replacing older industries situated far from both, is 
typical of much perfectly normal economic development which is 
to be expected. The advance of techniques also diminishes com- 
parative cost differences in many instances ; alternative methods 
of satisfying a given want increase, and very often common and 
cheap materials are substituted (with the help of capital and skill, 
which are themselves becoming more widespread) for local and 
scarce ones. Perhaps it would be useful to enquire how much of 
the decrease of trade in relation to output between 1914 and 1939 
was due to the normal operation of these factors, rather than to 
war, depression, autarky, and difficulties with the mechanism of 
payments. Certainly it would be wise to consider how far they 
might effect normal economic development in the next decade or 
two, even with trade-barriers lower than they have been of late. 

To call attention to these considerations, however, is not to 
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detract from the excellence and usefulness of Mr. Hilgerdt’s 
study. 

A. J. Brown 

London. 

International Economic Co-operation. By J. Tinbergen. 

(Amsterdam : Elsevier, 1946. Pp. 208.) 

This is an English translation of a book written mainly during 
the occupation of Holland, with a postscript added in the autumn 
of 1945. It is not an essay in econometrics. Except for a few 
passages, such as the interesting appendix on Professor Graham’s 
case for protection, it is written in a simple style, with a laudable 
attempt to illustrate the argument, wherever possible, by statistical 
tables, charts and orders of magnitude. 

Professor Tinbergen’s analysis of the facts and theory of inter- 
national economic relations leads him to advocate a policy very 
broadly, apart from a difference of emphasis discussed below, in 
line with the Bretton Woods agreements and the Proposals for 
Consideration by an International Conference on Trade and Employ- 
ment. He strongly advocates an international economic centre 
and a curtailment of national sovereignty, so as to prevent 
arbitrary and unilateral limitations of international trade and 
financial transactions and arbitrary changes in rates of exchange ; 
he lays great stress on co-operation in trade-cycle olicy, and 
believes in international measures to reduoe the ris of inter- 
national lending and to control cartels. Failing wide international 
agreement on these lines, but only as a pis alter, he would favour 
collaboration by the Western European countries, including our 
own. 

While many will agree with Professor Tinbergens’ general 
conclusions, there will be fewer, I think, who can accept every 
detail of his arguments. 

In some cases the reader might be more easily convinced if he 
could consult the Dutch publications to which Professor Tinbergen 
refers — and some of these references are tantalising to the British 
reader. Thus when he argues (p. 156) that there is a maximum 
value, at any one time, for a country’s exports — which is not very 
much greater than the existing value — he starts from a statistical 
finding (the reference is given on p. 50) that the elasticity of 
demand for a country’s export products is often about two. He 
then assumes implicitly that the demand curve for exports is a 
straight line ( any percentage reduction in price from the initial 
level causing twice as great a percentage increase in the quantity 
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exported). From these premises it follows easily that the maxi- 
mum value of exports is only 12|% above the initial level. But 
do the statistical calculations establish that the demand curve for 
exports is a straight line, which means a rapid fall in the elasticity 
of demand as exports increase ? If not, the possibilities of increas- 
ing the value of exports by lowering their price may be much 
greater. 

Apart, however, from any statistical proof, most readers will 
agree that there is quite likely to be a maximum value of a 
country’s exports in terms of foreign currency. They will also 
concede the possibility that no rate of exchange can be found at 
which exports (including invisibles) are sufficient to cover imports. 
This is certainly true of the United Kingdom in the immediate 
future, and possibly in the long run as well. Having stressed this 
point — that the rate of exchange may be a bad regulator of 
equilibrium in the balance of payments — one might have expected 
Professor Tinbergen to concede that there may in these circum- 
stances be a case for the restriction of imports. But he appears to 
argue instead that a country can achieve equilibrium in its balance 
of payments, without restricting imports, if only it will maintain 
what he calls “ monetary equilibrium.” This, he says, “ means 
the same as the carrying out of a correct trade cycle policy.” 
Now, monetary equilibrium seems to be defined broadly as a state 
of affairs in which the national income equals consumption plus 
net investment at home plus long-term foreign investment. In 
these circumstances it is clear that movements of gold and short- 
term capital taken together will be nil, that in this sense there will 
be equilibrium in the balance of payments, and that, in the absence 
of a flight of private capital, the monetary authorities will suffer 
no loss of reserves. But surely monetary equilibrium so defined 
does not necessarily mean full employment ; on the contrary, the 
only way of achieving such a “ monetary equilibrium ” and so 
equilibrium in the balance of payments, without import restric- 
tions, may be by a reduction in the national income and in 
employment below the maximum level. 

A “ correct trade cycle policy,” in other words, will not 
necessarily, by itself, secure equilibrium in a country’s balance of 
payments, as Professor Tinbergen seems to argue ; although, of 
course, an international agreement to maintain high and stable 
levels of employment can help to preserve such equilibrium, if it 
can once be achieved, by preventing severe fluctuations in the 
demand for a country’s exports. 

Professor Tinbergen’s analysis naturally makes him impatient 
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of any form of import restriction imposed to maintain equilibrium 
in the balance of payments. Why, he asks, all this talk in Britain 
of the possible need to restrict imports, just because we have to 
make large payments on account of the debts we have incurred ? 
If only we can maintain full employment, there will be no balance 
of payments problem; and in any case, with full employment, 
any purchasing power diverted from imports will be directed to 
the home market, thus curtailing the supply of exports by an 
amount exactly equal to the reduction in imports — a rather 
sweeping generalisation for which no proof is given. 

Even if Professor Tinbergen’s analysis were correct, it is most 
unlikely that countries would enter into an international agree- 
ment to abolish or limit import barriers unless escape clauses were 
provided, as in the rules of the International Trade Organisation, 
for countries which could not otherwise balance their payments. 

In general Professor Tinbergen would, I think, like all govern- 
ments to agree not to interfere with international transactions; 
he seems to believe that such agreement might be forthcoming from 
each country if there were a guarantee that all other countries 
would follow suit. But pre-war exeprience should have taught us 
to give a different twist to proposals for international economic 
co-operation. We do not want general prohibitions, but pro- 
hibitions of unwarranted measures — be it currency depreciation, 
import quotas or what you will ; room must be left for measures of 
this kind that are warranted, particularly on balance of payments 
grounds. 

Criticism of a few short passages in Professor Tinbergen’s work, 
which are not always echoed in other parts of the book, must not, 
however, detract from the welcome that it deserves as an eloquent 
plea for international economic co-operation and a stimulating 
essay in the economics of international trade. We shall look 
forward to his study of “ Business Cycles in the United Kingdom, 
1870-1914,” which is promised shortly by his publishers. 

G. D. A. MacDougall 

Wadham College, 

Oxford. 

Changes in Income Distribution during the Cheat Depression. 
Studies in Income and Wealth, Vol. VII. By H. Mkndkrs- 
hattsen. (New York : National Bureau of Economic 
Research, 1946. Pp. xviii + 173. $2.60.) 

This book should be read by all who are interested in the 
facts about short-period changes in the size distribution of in- 
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comes. It is widely believed, principally on the baste of American 
income-tax data, that year-to-year changes in income inequality, 
as measured by Pareto’s constant, tends to vary with the level 
of total income, prosperous years being those of greatest in- 
equality. The writer shows that this is by no means the whole 
truth, and, indeed, that over that part of the range in which the 
majority of incomes lie inequality tends to be highest in years 
of low income. 

The principal evidence on which this conclusion is based is 
taken from the Financial Survey of Urban Housing, which pro- 
vides information on the joint distribution of family incomes for 
1929 and 1933 in a number of cities. The returns for thirty- 
three of these cities are analysed in this volume : they distinguish 
between tenants and owner-occupiers. 

Mr. Menderahausen first considers the relation between the 
mean income of the sample for each city in 1929 and 1933 and 
shows that there is a tendency for high-income cities to hare 
smaller income declines than low-income cities. He then pro- 
ceeds to a detailed examination of the Lorenz curves for each 
city for the two years. From this examination it appears that 
there is a tendency for incomes to be more unequal in 1933 than 
in 1929, except at the higher end of the income scale. In terms 
of the Lorenz curves, this means that the curve for 1933 lies 
farther from the diagonal line representing perfect equality of 
incomes than does the curve for 1929, until a point usually about 
two-thirds of the way up the cumulative percentage of total 
income is reached. At this point the curve for 1933 crosses the 
curve for 1929, and thus lies closer to the diagonal line. This 
result, which represents the general tendency not everywhere 
observed, is checked by investigations into the distribution of 
incomes in the states of Delaware and Wisconsin and in Germany. 
The data for Wisconsin and Germany lend further support to the 
above thesis, but for Delaware the Lorenz curves do not cross 
one another. 

The next problem examined is the change in inequality 
within the upper group of incomes. Three possibilities are con- 
sidered : first, that the share of the top incomes in the total 
income of the upper group increases — in this case their share in 
total income must increase a fortiori ; second, that the share of 
the top incomes in the total income of the upper group decreases, 
but at a slower rate than the share of the upper incomes in total 
income increases — in this case, again, their share of the total 
income will increase ; and finally, that the share of the top 
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inoomes In the total income of the upper group decreases at a higher 
rate than the share of the upper incomes in total income increases 
— in this case their share in total income will decline. It is shown 
that on evidence here presented ihe first and the third possibilities 
are most frequently realised, the first in the case of tenant samples 
and the third in the case of entire city and owner samples. 

Further evidence concerning changes in income inequality in 
the lower group of incomes is provided from U.S. old age and 
survivors insurance data-. This evidence indicates that incomes 
became somewhat less equally distributed between 1937 and 1938 
and somewhat more equally distributed between 1939 and 1940. 

Various suggestions are made as to the reasons for the observed 
changes in income inequality. The reasons suggested for the 
increase in inequality within the lower group of incomes as general 
activity declines are : first, the increased importance of the 
income gap between employed and unemployed as unemploy- 
ment becomes more important ; second, the uneven incidence of 
unemployment between skilled and unskilled occupations, and 
third, the changes in wage differentials between low- and highly- 
paid workers. As regards inequality in the upper group of 
incomes, an explanation is sought in the cyclical behaviour in 
the types of income receipt most characteristic of this group. 

The final part of the text is concerned with an examination of 
the shifts of position of individual families within the income 
distribution. Information is provided on the extent to which 
the original order of incomes is disturbed as time goes on, and 
reasons are suggested why these changes should take place. 

Three appendices are given, the first providing additional 
information about the data, the second providing a cross-classi- 
fication of 1929 and 1933 incomes for each of the thirty-three 
cities covered by the Financial Survey of Urban Housing, and 
the last dealing with measures of income inequality. Attention 
is drawn in the course of the book to Part II of Volume V of 
Studies in Income and Wealthy in which a great deal of informa- 
tion is provided about available income distributions, and also 
to the valuable tabulations of incomes provided in the Wisconsin 
and Delaware studies. Attention may perhaps also be drawn 
here to the large-scale investigation of Minnesota incomes in 
1938-9 in view of the great amount of information it provides 
on the distribution of income. 

Richard Stone 

Department of Applied Economics , 

Cambridge . 

No. 223. — vo h. lvi. 
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Deficit Spending and the National Income. By Henry H. 

Villard. (New York : Farrar and Rinehart, Inc., 1941. 

Pp. 429. 53.50.) 

For reasons that were no fault of the author, Professor 
Villard’s book comes somewhat belatedly for review in this 
Journal. Its pages reflect the intense interest and. controversy 
aroused throughout the eoonomio world by the appearanoe of 
Keynes’s General Theory of Employment, Interest and Money. 

Parts I and II of this book are theoretical, the former dealing 
with the causation of the trade cycle along broadly Keynesian 
lines, though with modifications which in some cases at least 
would appear to be improvements; while the latter deals with 
the conoept of the multiplier as developed by Kahn, Keynes, 
J. M. Clark, and others. The value of this theoretical discussion 
does not lie so much in the putting forward of new and original 
theories, as in the very careful critical analysis and comparison 
of the different lines of approach made by economists of the 
“ neo-olassical ” and Keynesian school in recent times. Speoial 
attention may be drawn to the treatment of incomo, savings and 
investment in Keynes’s Treatise on Money as compared with 
his General Theory ; the role of “ hoarding,” or the holding of 
oapital balances, in particular with reference to a stock-market 
collapse; the importance of period analysis; and the whole of 
the lengthy and thorough discussion of the nature and varying 
significance of different types of multiplier. All this is carried 
out on a high level of reasoning, and is oareful, critical, but 
unbiassed. 

Part III deals with the actual experience of deficit spending in 
the United States after 1933, with the aim of discovering how far 
an induotive study of the available figures can throw light on the 
extent to which the national income of the United States was in 
fact increased on balance as a result of Government expenditure. 
Cautious though Professor Villard is in what^he deduces from the 
evidence, it would seem doubtful whether some of it can bear 
even as much weight as he attaches to it. Not only are the 
issues involved exceedingly complex, but estimates of ohanges in 
the component parts of the national income, eto., are subject to 
suoh wide margins of error that the subjective element with 
regard to the selection and weighting of material almost in- 
evitably beoomes of preponderant importance. 

In Part IV Professor Villard sums up briefly the conclusions 
at which he has arrived on the basis of his theoretical analysis 
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and of the evidenoe which he has marshalled in the immediately 
preceding chapters. In general he is an advocate, though a very 
moderate one, of deficit spending as a means of coping with 
cyclical depressions, but is inclined to prefer the method of heavy 
taxation of incomes whioh reach levels where there is a high 
propensity to save, in the case of secular depressions caused by a 
shortage of investment opportunities; for he holds that a con- 
tinuously mounting internal debt brings with it evils whioh it 
would be unwise to ignore. Even with regard to cyclical depres- 
sions he does not over-rate the possibilities of deficit spending, 
and he comes down to earth with an interesting account of the 
role of housing in relation to the volume of private investment. 

Professor Villard inspires confidence by the moderation and 
modesty with which he traverses these controversial fields. He 
makes no profession of opening new avenues of thought, but his 
book is an honest attempt to cope with important theoretical and 
practical issues. It may be commended, both to those who teach 
economics and to their more advanced pupils, as a guide (though 
not an easy one) to some of the intricate and abstruse problems 
in analysis with which modem trade cycle theory has to deal. 

C. W. Gutllebaud 

St. John’s College, 

Cambridge. 

La bonne monnaie. Essais sur la monnaie et les echanges. By 
Edgabd Patin. (Paris : Librairie du Recueil Sirey, 1946. 
Pp. 467.) 

In La bonne monnaie, M. Patin, a Rumanian financial journ- 
alist, discusses the lessons to be drawn from the monetary 
experience of recent times. His book gives evidence of wide 
reading, and he has an intimate knowledge of the works of 
writers on monetary problems in the eighteenth and nineteenth 
centuries, though he would appear to be less familiar with the 
work of the modem Swedish-Keynesian school. The index of 
authors (the only index) contains eighteen references to Keynes, 
but apart from a passing mention of the doctrine of liquidity 
preference, the extracts quoted are mainly taken from his 
journalistic writings, and by careful selection Keynes is even 
made to appear in the unfamiliar role of a deflationist. 

For M. Patin the only sound money is that whioh is based on 
gold, and he defends the gold standard with all the fervour of a 
religious zealot : any departure from the gold standard is bound 
to bring the most condign punishment in its train. He castigates 
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with equal severity the organised inflation of Soviet Russia and 
the monetary manipulations of Schachtian Germany. In the 
case of the latter his objections are based partly on the ground 
that Schacht enabled Germany to prepare for war, and partly 
that he brought in a managed currency, exchange controls, etc. 
The contention that the Nazi financial system inevitably led to 
war may be justified in terms of political realities ; but M. Patin 
appears to regard this conclusion as equally inevitable on economic 
grounds, which is a much more disputable proposition. It may 
be also suggested to M. Patin, as well as to other observers of the 
economic systems of Soviet Russia or Nazi Germany., that no 
general conclusions are likely to be satisfactory which fail to take 
into account the crucial factor of the tempo of economic change 
in the two countries. 

So far as the post-war world is concerned, M. Patin would 
have us flee at all costs from a devaluation which would leave 
intact the inflated debt and currency structures which are the 
legacy of the war in all countries. He would have us prooeed to a 
drastic elimination of the excess money before settling down to a 
new international gold standard with rigidly stable exchanges; 
but whether this is to be achieved by a capital levy or in some 
other way, he does not say. 

Reduced to its barest essentials, the main question with which 
M. Patin is concerned throughout his book is whether mankind 
can handle successfully, in the long run, any other monetary 
system than that of an international gold standard. He is 
quite convinced that it cannot, and he may be right, though 
the experience of Sweden, and indeed of the whole sterling area, 
seems to afford some ground for optimism in this respect. But 
if he is right, it will not be because the gold standard alone is 
intrinsically sound, while any other currency system is intrin- 
sically unsound, on economic grounds ; but because the practical 
working of a managed standard will always sooner or later bring 
with it evils and abuses which will harm the economic system and 
deprive it of even that modest degree of stability of the standard of 
value that was enjoyed by the world in the nineteenth century. 
In other words, the political economy of a monetary standard may 
suffer from the economics of that standard. 

M. Patin writes with a very lively and vigorous style; he is 
never dull, and is usually stimulating even where he may fail to 
convince those who do not share all his views. The English 
reader in particular should profit by being made to realise how 
very different the consequences of, for example, the devaluation of 
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sterling in 1931, can appear to an intelligent continental observer 
in contrast to the attitude usually adopted in this country. 

C. W. Guillebaud 

St. John's College, 

Cambridge. 

La restauration economique de la Belgique. Transition vers urn 
iconomie de paix. (Brussels : Baude, 1944. Pp. 177.) 
Retour a Vequilibre econcnnique. Profits, fiscalite et prix. By 
Henbi Solents. (Paris : Recueil Sirey, 1944. Pp. 232.) 

At the end of 1940 a group of Belgian economists and civil ser- 
vants began to study the problems of the economic reconstruction 
of Belgium, which would arise when the war was over. Their 
conclusions were conveyed secretly to their Government in London, 
and have now been published in this volume in the form which 
they had reached in April 1944. 

In general the recommendations propose the retention of a 
very considerable measure of State control over all aspects of 
economic activity during the early post-war period, with a gradual 
relaxation as conditions improve and become more normal. 
Private enterprise should remain the basis of the whole system, 
but should be made to conform to a general direction in the 
interests of the country as a whole. The report has little to say 
about the monetary position, but a strong wish is expressed to 
avoid the evils of both inflation and deflation and to achieve a 
stability which would not destroy the value of the money holdings 
of small savers. 

With regard to budgetary policy, there should be an Ordinary 
and an Extra-Ordinary or Capital Budget; the latter being 
concerned mainly with the finance of such public works as may bo 
desirable for their own sake or as a regulator of the flow of invest- 
ment throughout the economy as a whole. The national debt, 
of which a considerable proportion is productive, had only doublod 
to the end of 1943 and could be carried by the increase to be 
expected in the national income. The proceeds of special taxation 
of war profits might be used for the reduction of its amount, but 
the proposal for a capital levy is discussed and rejected. 

After some interesting recommendations in the sphere of 
social policy, the final section of the report advocates the adoption 
of a customs union with the Netherlands, which is held to be both 
feasible and desirable. 

The general tenor_of the document is hopeful, and this opti- 
mism may be said to have been borne out by the events of the 
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last twelve months, though the shortage of eoal — a consideration 
which does not seem to have been envisaged in the report — has 
played an important role in retarding the recovery of Belgium. 

M. Henri Solente also sets out to produce a post-war economic 
policy for his country — in this case, France. He writes with the 
background of an engineer rather than of an economist ; though, 
as he is a man of ability and has thought deeply on the problems 
at issue, he has much to say that is of interest, and a young 
economic research worker might find a promising theme if he 
were to follow up some of M. Solente’s ideas and suggestions. 
M. Solente’s own interests are, however, severely practical. A 
study of the economic difficulties through which France passed 
in the inter-war period, especially since 1931, has convinced him 
that there were two root causes of her ills — firstly the disappear- 
ance of the profit margin owing to the divergent movement of 
prices and wages, and secondly, the excessive proportion of the 
national income absorbed by taxation. With the aid of a few 
calculations based on simple algebraic formulae (beloved of most 
engineers who write on economic matters), he is prepared to 
establish for the future the correct levels of prices and wages, the 
due and proper relation of the national debt to the national income, 
the maximum permissible level of taxation, etc. It is significant 
that his book is entitled The Return to Economic Equilibrium? 
and he regards it as axiomatic that, because France was pros- 
perous at certain earlier periods, this was due to the economic 
relationships of prices, etc., prevailing at those times. Restore 
these relationships and the system will once again function 
satisfactorily. The realities of economic phenomena and tho 
complexity of their causal connections are however such that the 
application of M. Solente’s formulae would be likely to produce 
results very different from those which he so confidently expects. 
It is on different lines from those put forward in this book that 
we must look for a solution of the problems with which France is 
faced in the reconstruction of her economy. 

C. W. Guillbbaud 

JSt. John' 8 College , 

Cambridge . 

Precis des Mecanismes Economiques Elementaires. By Charles 
Rist. (Paris : Librairie du Recueil Sirey, 1945. Pp. 378.) 

On the morrow of the armistice of June 1940, Professor Rist 
set himself to write a book that should help the regeneration of 
his country. The project was one that he had entertained before 
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the war. Most of his young compatriots leaving the secondary 
sehools knew next to nothing of the eoonomio workings of a 
modem community; the teachers who would willingly have 
found a place for economics in their upper forms lacked a book on 
whioh to base their courses. Such a book Professor Rist has now 
provided. It is not an “ introduction to economics,” of familiar 
scope : the author has taken his task to be only to desoribe 
“ how things do in fact happen,” and this he does by way of a 
study of markets — produce markets, capital and money markets, 
foreign exchange market — together with the two great develop- 
ments out of which they have arisen, the growth of monetary 
institutions, and the diversification of output. The object, in a 
word, is to expound the division of labour, national and inter- 
national. How much there is here that can be told without 
abstraction, or hypothesis, and yet is new to the sixth-former; 
and how many errors fall by the way ! 

Yet since the purpose of theory is to explain the working of 
these mechanisms, it is hard to describe them, and especially 
those of money, without at least having some theory at the back 
of one’s mind. Here I think the English reader is likely to notice 
two points at which the theory that underlies Professor Rist’s 
account differs from his own. The first is in the description 
of the banking system : Professor Rist holds that the banks lend 
only what is deposited with them. That the purchasing power of 
the public can bo increased by the banking system he states 
explicitly ; but whon the banker makes an advance in the form of a 
book entry, the borrower, he says, must be conceived as having 
exercised his right to draw cash, which he then redeposits with the 
banker : so that what the banks are really doing is only to make 
cash circulate more rapidly. The other point appears in the 
treatment of savings and interest. For Professor Rist, savings 
are what is spent out of income either on assembling new equip- 
ment or (their principal application during a depression) on 
acquiring the title to existing equipment, and they are to be 
distinguished both from hoarding and from the funds, withdrawn 
not from inoome but from circulation, in which the money market 
deals. The rate of interest is fixed in that part of the oapital 
market in which new loans are offered against new savings, and the 
rate established here is then used to capitalise the yields of existing 

Though Professor Rist sets himself to avoid raising questions 
of polioy, his work is permeated by a strongly held conception of 
what are the dominating economic forces. He sees the eoonomio 
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history of the last hundred and fifty years as above all a process of 
increasing diversification ; and this is just the total outcome of a 
myriad individual energies, constantly promoting changes, 
forming new exchange relations, developing new institutions. 
Decrees may go out from Caesar Augustus, but what will persist 
depends on “ the silent plebiscite ” of the common man about his 
daily business : paper money has passed away again and again 
because of the universal desire for a metallic money ; international 
trade has been impeded by deliberate restrictions, and yet we find 
it taking on ever new forms in response to the ever new develop- 
ments of technique. “ Nothing better deserves to hold the 
attention of historians and economists than this contradiction 
between the spontaneous development of the economy and the 
publicised tendencies of opinion and legislation, between what is 
the real social evolution and what it is the fashion to wish for and 
foster.” This is not the reading of eoonomic history that runs 
current in the day of a new social order, but, right or wrong, it is a 
long view. It seems to me an achievement in the scholarly 
tradition that Professor Rist, writing during the occupation, 
should have fixed his gaze clear beyond the momentary turmoil. 

E. H. Phelps Bbown 

New College, 

Oxford. 

La Localisation des Diverses Productions. By Laurent Deohesne. 

(Brussels : Les Editions Comptables, CommerciaJes et 

Financi&res. Pp. 239.) 

Thebe are few all-round text-books on the Localisation of 
Industry, and Professor Dechesne's volume in the Bibliotheque 
G6n6rale des Sciences Economiques is very welcome. His “ lay- 
out ” is most systematic and clear. Chapter I gives a brief (and 
occasionally somewhat acid) review of previous theories. Chapter 
II, taking localisation to arise from the physical separation of 
production from consumption, formulates the problem as the 
balancing of the economy of large production in a given place and 
the cost of the long “ circulation ” of materials to that place 
and of products from that place to the consumer. This formula- 
tion is consistently referred to throughout the book, and the useful 
words “ adduction ,” or inflow of materials, and “ Scoulement,” or 
outflow of products, occur, as indicating the basic costs of localisa- 
tion, like a continuous refrain. 

Chapters III to VI then analyse industries into four diverse 
types from the standpoint of localisation : the extractive 
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industries; industries “ rooted ” to extraction (e.£., agricultural 
processing and heavy metal conversion) ; industries emancipated 
from the heavy costs either of “ adduction 99 or “ ecoulement 99 and 
free to seek skilled labour or cheap motive power ; and industries 
that must still reside near the consumers. To these four types 
already standardised in Anglo-American parlance as extractive, 
tied, footloose and residentiary, Professor Deohesne adds in 
Chapter VII a fifth case of manufacturing where (as in mountain 
valleys) inflow and outflow are both so costly that the element 
of transport must be negligible as against workmanship and 
quality. The Swiss watch and precision instrument industries are 
examples. 

Chapter VIII then considers original factors in the localisation 
of particular industries in some given place, such as the presence 
of raw material or types of water, and derived factors occurring 
where localisation persists by inertia. And Chapter IX tackles the 
hitherto somewhat uncharted location factors in the linkage 
between industries. After this point chapters are somewhat more 
isolated in their subject matter, but XII has a fundamentally 
important discussion of the size of the market, and XIV brings in 
political factors in localisation. Chapter XVI is a succinct 
resume, of the whole argument ; there follows a long bibliography, 
including many articles in the Economic Journal, but from which 
are missing E. Hoover’s study of localisation in the American shoe 
industry and Dennison’s The Location of Industry and the Depressed 
Areas . 

If a constructive criticism may be made to add to the logical 
clarity of this book, it is that the discussion of linked industries in 
Chapter IX is mixed up with two other and separable problems, 
that of the general localisation of industries in large towns, and 
that of future trend. The facts and explanations of general 
localisation as an economic advantage in itself anywhere, and/or 
as an advantage at some particular places like traffic hubs, is 
worthy of a chapter parallel to the chapters about the facts and 
advantages of localisations of particular industries anywhere or 
at some particular places. And the trends are worth separate 
study in the homogeneous concentration of a single industry ; in 
the mixed concentration of linked heterogeneous industry ; and 
in industry as a whole. 

In his preliminary chapter Professor Dechesne attacks earlier 
writers for being too theoretical and abstract, and claims to con- 
form more to reality. This does not mean, however, that he starts 
out comprehensively with all the facts he can observe and measure 
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before proceeding to generalise. He attempts no statistical 
measurement of the localisation of all, or indeed any of the 
“ diverse ” industries, and industries are mentioned merely to 
illustrate the points he “ deduces from experience/’ In short, 
Professor Dechesne is more realistic than some of his predecessors 
only in so far as he takes more factors into account. This book 
is thus a contribution to clear, logical and all-round exposition 
rather than to a new inductive, more realistic, method of 
approach. 

P. Sargant Florence 

The University , 

Birmingham . 


Small and Big Business . By Joseph Steindl. (Oxford : Basil 
Blackwell, 1945. Pp. v + 66. Is, 6 d.) 

This first monograph of the Oxford Institute of Statistics 
combines a theoretical and statistical approach to the “ economic 
problems of the size of firms.” Its statistics are drawn exclusively 
from American sources, such as the U.S. Census of Manufacturers, 
and the author has made good use of the data summarised in the 
monographs of the Temporary National Economic Committee. 
The general conclusion is the relative efficiency of large-scale 
organisation and the determining role played by technical progress. 

The conclusion from the statistics leads naturally to the theo- 
retical expectation that, in competition, large industrial organisa- 
tions will overcome small organisations, the process ending up 
inevitably in a concentration of output and the establishment of a 
monopoly position. Marshall denied the inevitability of this 
ending, owing to his belief in the ultimate decay (like that of the 
old trees in the forest) of an entrepreneur’s faculties or of his 
liking for energetic work, and in the ease with which newer firms 
(like the young trees) could, e.g,, by borrowing capital, replace the 
old. In his very first chapter Mr. Steindl tackles this famous 
analogy of the trees in the forest. Two categories of points are 
attacked : (1) Marshall’s methodology — the framework or model 
of the economic world he sets up ; and (2) the facts within this 
framework. On the facts Steindl is certainly right in his critioism. 
There are strict limits to borrowing by small entrepreneurs, and 
the decay of the entrepreneur’s faculties does not , in the era of 
joint-stock companies and permanent combines of companies, 
play a paramount role. Indeed, one might go farther than 
Steindl, and say that the owner-manager entrepreneur is in most 
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staple manufactures so unimportant that he should to-day not 
be referred to at all in economists’ arguments. 

But Marshall, thinking and writing in late nineteenth-century 
England, can hardly be blamed — though his successors should be 
— for basing his views on the real forces then at work. And 
Marshall’s methodological framework still seems to me of great 
value in interpreting current forces; its realism is not fully 
appreciated by Steindl. Marshall grasped how complicated the 
reality was. Size, for instance, may refer to size of firm or size 
of plant or size of an industry or market, measured in the number 
of units produced or demanded of a single commodity (to which 
the law of increasing return usually refers) or a wide range of 
commodities. And the precise reference is vital to realistic 
argument. 

Steindl makes play of Marshall unconsciously admitting the 
imperfection of markets. But the fact that the demand for 
“ manufactures which are adapted to special tastes ” (to which 
the passage quoted from Marshall refers) is limited, e.g., by trans- 
port and communication costs, is inevitably due to the geographi- 
cal scatter of consumers of a single commodity or narrow range of 
commodities not in common use. Indeed absence of transport 
cost limits to size is practically inconceivable and was not (see 
Principles, Ed. 6, p. 325) conoeived by Marshall. A perfect market 
assuming such absence becomes as unreal and useless a basis for 
argument as the perfectibility of man. In fact transport costs 
are an ever present limit to the size of plants (though not firms), 
and to the number of units of a commodity produced in any one 
place ; Mr. Steindl should mention them in his general Survey of 
Factors, Chapter II. 

Though Mr. Steindl’s development of theory in the light of 
statistics is naturally of great interest to the economist, this book 
has the practical end in view of shaping national policy on the 
problem of the small man. Chapter VI, on the factors making 
for the continued existence of small firms (here including transport 
costs) is admirably concise and to the point. In the final chapter 
(VII), Mr. Steindl rejects anti-trust legislation as a policy, but 
thinks the small man’s hope must rest on a full employment 
policy, co-operation (e.g., in purchasing materials) and in govern- 
ment measures to overcome financial disadvantages. It is 
indeed on the problem of capital intensity (Chapter III) and the 
financial structure of firms (Chapter IV) that Steindl produces the 
most original theoretical work. In explanation of the statistical 
findings of Professor Crum his theory confirms the conclusion 
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(p. 47) that though Bmall corporations are more likely to make 
losses, they take “ higher risks in exchange for the chance of 
increased profit in case of success.” 

P. Sargant Florence 

The University , 

Birmingham . 

Prospects of the Industrial Areas of Great Britain. By M. P. 
Fogarty. With Introduction by G. D. H. Cole. (London : 
Methuen & Co., 1945. Pp. xxxv 492. 32$.) 

The main body of this book summarises the results of regional 
surveys, conducted on behalf of Nuffield College by local investi- 
gators, into the “ extent, effects, and probable permanence of the 
redistribution of industry and population brought about by the 
war.” The treatment is very uneven. At best there is a concise 
picture of the industrial structure of the region concerned; at 
worst there is a dreary desert of arid facts, with little attempt to 
distinguish the significant from the trivial. 

The chief danger of the method of regional survey is that of a 
limited approach, with neglect of matters which are of vital 
importance for the economy as a whole. This danger has not been 
avoided ; for example, there is no discussion of mobility of labour 
as a means of adjustment to industrial change, the surveys being 
conducted on the implied assumption that each region is a self- 
contained unit. It might have been expected that this serious 
deficiency would have been supplied in Mr. Fogarty’s introductory 
chapter on general trends and his short final chapter of conclusions. 
But his treatment of this question is incidental and sketchy — 
which is perhaps characteristic of a discussion of location of 
industry which neglects the idea of cost. 

After a short preliminary chapter which, with the help of 
elaborate tables, shows the position of prosperous and depressed 
areas before the war, Mr. Fogarty sets out to assess the probable 
permanent effects of the war. He presents a miscellaneous 
collection of material, the relative availability of which seems 
partly to determine the emphasis given to the topics discussed. 
There is almost no attempt at systematic analysis; what Mr. 
Fogarty says on one matter might bo applied to the whole : 
“ It is possible to extract from the confusion a few somewhat 
uncertain generalisations ; but it is clear that too much reliance 
should not be put on them.” Mr. Fogarty’s main conclusion is 
that “ so far as it is possible to forecast prospects with any degree 
of certainty, pre-war trends are unlikely to be reversed ; they may 
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ohange their speed or relative importance, bat are unlikely to show 
an entirely different type of pattern ” — which for incisiveness of 
thought and clarity of style can be matched with the statement in 
Professor Cole’s introduction : ‘ ‘ The war-time pattern of industrial 
development will necessarily influence the post-war pattern ; and 
because of it pre-war trends will not be exactly resumed in any 
area. But, in the absence of deliberate re-planning, it seems 
unlikely that this factor will be of more than secondary importance 
in most regions, though there are particular places in which it is 
likely to be of primary importance in any event.” 

The main theme, supposedly emerging from the surveys, is 
the need for “comprehensive planning”; from any argument 
which is presented, it would be more correct to state that this is 
the primary postulate. In his introduction. Professor Cole makes 
it clear that this comprehensive planning means the fitting of 
employment opportunities to available labour supplies in the 
most elaborate and intricate detail ; it is only in this way that we 
shall get a “ balanced system of full employment,” for which the 
proposals of the Government White Paper are quite inadequate. 
Mr. Fogarty, however, is a bit uneasy (he has had to examine the 
matter in rather more detail). He states that “ the need is not 
only for planning in all parts of the country ; it is also for com- 
prehensive planning designed to deal as a whole with the problems 
of each region of the country generally,” and this apparently 
means detailed oontrol of the distribution of industry. Yet when 
he comes to consider what would, to use the current terminology, 
be called “ positive ” proposals, all that we are to have is “ some 
sort of loose-fitting scheme of mutually consistent directives” 
(thus is comprehensive planning made “flexible”). This is the 
crux of the matter ; it is easy to talk of the need for planning, 
comprehensive or otherwise, but it is not so easy to determine 
the detailed objectives, nor to forecast, and allow for, all the 
possible developments which might well make nonsense of the 
best-conceived plan. Mr. Fogarty’s own “ principles ” are 
mostly of the order that “ somebody ” should work out the 
objectives and make the forecasts — “ it must be the duty of some 
national authority to take (sic, make?) on the one hand an 
estimate of the probable rate and direction of development in each 
industry, and on the other an estimate of the probable condition 
and needs of each region, and to compare the two and extract 
from them, in the light of all the relevant considerations,” etc., 
eto. 

This does not get us very far, and it cannot be said that the 
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aim of the Survey — “ to provide-some solid grounds from which 
future plans can start ” — has been achieved. The factual 
material which has been collected with so much labour makes 
the book useful for reference, though defects in presentation 
demand that it should be used with caution. But a discussion 
which hardly gets beyond reiteration of vague objectives (“ com- 
prehensive planning,” “ balanoed industry,” “ positive action,” 
etc.) contributes little to that understanding which is essential 
if policy is to be more than a succession of clumsy makeshifts 
with results which may be as unfortunate as they are unexpected. 

S. R. Dennison 

Oonville and Cains College, 

Cambridge. 

The Organisation of Electricity Supply in Great Britain. By 
H. H. Ballin. (London : Electrical Press, Ltd., 1946. 
Pp. xv + 323. 21a.) 

Timely as is this book, with nationalisation in prospect, 
the publishers’ claim to the first full account of the growth and 
problems of electricity supply is too sweeping; there have been 
other writers in this field, vide the incomplete bibliography of the 
book itself, originally a doctorate thesis. One aspect only is 
treated in detail : the legislative framework within which the 
industry’s organisation had to develop. The publishers “ desire 
to say frankly that they are not always in sympathy with the 
author’s interpretation of events on the evidence presented, nor 
always in agreement with his judgment on motives when he enters 
the political field.” 

This unusually elaborate disclaimer prepares the wary reader 
for a bias the author has sedulously striven to control. The 
effort has left its mark on the writing, and the mere fact of 
concentration on the legislative aspect of organisation presents 
to the reader a battle panorama of political rivalry and internal 
schism — a necessarily distorted portrait of an industry having 
to its credit over sixty years of spectacular growth, of proud 
achievement in public service, and of enviable tranquillity in 
labour relations. 

Starting with municipal aspirations at the time of the first 
electricity act, Dr. Ballin analyses in well-documented detail the 
recurring struggles of the Mother of Parliaments to let out the 
legislative clothing of a ohild always growing faster than her most 
sanguine expectations. Technical progress constantly enlarged 
the natural administrative unit of an industry in the hands partly of 
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companies and partly of local authorities. The author reviews 
the attempts to promote larger units by local expansion, by 
regional amalgamation, and on the national scale. Throughout 
he uses the particular case of Greater London to illustrate and 
emphasise the difficulties of co-ordination. His reporting of each 
stage is on the whole well-balanced and incisive, although his 
interpretations of contemporary motive are occasionally too logical 
to be convincing. The final chapter, setting out the considerations 
in further re-organisation, could be studied with advantage by 
legislators of every party. 

The difficulties of maintaining balanced perspective throughout 
a critical historical analysis are not altogether avoided. The 
preceding half-century of troublesome water-supply legislation 
(a strong formative influence in the first electric fighting act) 
is barely mentioned. His view that “ municipal trading is 
collectivism par excellence ” devotes undue length to the municipal 
trading controversy while ignoring the practical barriers to pro- 
gressive policy; company undertakings had to deal with our 
parochial mosaic of local government, and local authority under- 
takings were forced into the mould of a cumbersome committee 
procedure and accountancy structure protecting the ratepayer 
rather than facilitating long-term planning by a trading concern. 

Reliance on over-laudatory post-war reviews has coloured his 
account of electricity in the first World War. Munition needs, 
he says, “ entirely depended on the speedy provision of power. 
As electrio generating stations existed in all parts of the country, 
a supply could be obtained from them with little loss of time.” 
It is now generally accepted that the preponderance of small 
electricity supply stations compelled a large proportion of the 
munition industries to provide their own generating plant. 
The consequent delays, and the chaotic medley of technical systems 
which prevented equipment standardisation, were potent factors 
in the notorious “ shell scandal.” The growth in private industrial 
generators revealed by the 1924 Census is some indication of the 
inadequacy of national power resources during the first war, 
realisation of which led to the war-time committees and inter-war 
reorganisation measures reviewed by Dr. Baffin. His- phrase 
that “ until the end of the first World War at any rate ” there was 
a noticeable trend towards raising the size of plant is strangely 
out of focus ; having regard to the spectacular inter-war increase 
in size, the trend had hardly started by then. 

Turning to the inter-war period, his aooount of the failure of 
attempts at voluntary regional co-ordination under the aegis of 
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the Electricity Commissioners does not mention the powers of 
general supply in “ unoccupied ” partB of their power supply 
area conferred on a number of Power Companies from 1923 
onwards, which to some extent were substitutes for the abortive 
Joint Electricity Authority proposals in the 1919 Act. There 
are two references to the fall in industrial power consumption 
during the depression of 1929 to 1933. There was a fall, but of 
negligible importance — some 70 million units in 1931 only; 
industrial sales in 1933 were over 700 millions higher than in 
1929. No mention is made of a matter of greater consequence 
to the Supply Industry — the application of the derating provisions 
of the Rating and Valuation (Apportionment) Act, 1928, to 
private industrial generating plants, whereas public supply 
stations remained rateable. 

When dealing with the 1926 Act, the author states on p. 199, 
the Government accepted the responsibility of the Central Elec- 
tricity Board for the cost of frequency standardisation, while on 
p. 206 he makes clear that the cost (stated to be £19 millions, 
whereas C.E.B. accounts show only some £17J millions) is borne 
by a levy on the whole industry. The grid tariff basis is said 
to be 10 years ; in fact it is “ a term of years to be approved 
by the Electricity Commissioners.” Production difficulties per- 
haps precluded reference in an April 1946 publication to the 
new uniform tariffs introduced by the C.E.B. in January — 
incidentally on a 5-year basis. Even a footnote on these would 
have added to the value of his discussion of tariff principles. 

This is not a book which can be commended wholeheartedly 
as a guide for the uninstructed student, but it is a thought- 
provoking addition to the library of an industry whose importance 
to the community merits a far more extensive literature. 

R. Y. Sanders 

London. 

The Physical Survey of Merseyside : a Background to Town and 
Country Planning. By Wilfred Smith. (University of 
Liverpool Press, 1946. Pp. 97. 5s.) 

In this small publication there is packed a great deal of 
information at once of great interest to the geographer as well as 
to the planning expert. Mr. Smith knows his district intimately, 
and clearly has also a profound interest in it. 

He has written this book, which is part of a Report for the* 
Ministry of Town and Country Planning, as “ a geographer’s 
contribution to the data available to the landscape planner.” 
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Roughly two-thirds of it are devoted to a full discussion of the 
effects and significance of the geology and physiography of the 
area — which includes not only Liverpool and its immediate 
environment in Lancashire, but also much of the Wirral peninsula. 
The treatment is detailed and well presented. Whilst the relief 
as a whole is slight, the small differences are clearly of importance 
in the siting of suburbs, industries, and communications as well as 
forming interesting features in the landscape. 

The second part deals with the climate of the district. Al- 
though weather is probably the most common item in the con- 
versation of the ordinary Englishman, it is nevertheless usually 
not understood even in general terms. The reader of Mr. Smith’s 
book will find a great deal of real interest on this topic : aspect, 
altitude, nearness to the coast and other factors — all in a limited 
area — are all shown to be of real significance. In a sense the 
subject of micro-climatolog 3 r is introduced : generalisations may 
be made about the climate of Lancashire and Cheshire, but they 
will not explain the subtle yet very definite differences that exist 
between Sealand, Bidston, Southport, Speke, Hoylake, and other 
places. Bidston, e.g., has as an average 26-2 days a year with 
ground frost, Hoylake 79*4 : again the incidence of the wind at 
Southport is markedly different in February and July : land 
winds prevail in winter, whereas the sea breeze becomes important 
in July. These are but one or two instances : even if for no other 
reason, the general reader would do well to study this section 
in order to see how much “ weather ” varies even in a small 
area. 

It is no criticism of Mr. Smith to say that in a way his book 
comes too late ! The Liverpool area is developed, and man either 
deliberately or casually ' chose the various sites which have now 
developed into this populous district. Probably he was often 
quite unconscious of the exact significance of the geology and of 
the climate, although commonsense would dictate a reasonable 
answer in most cases. What we really want is such a survey as 
Mr. Smith has made before we develop our new towns. He has 
shown us clearly the importance of a careful analysis : his 
precepts should be applied to districts yet to be developed, so that 
the best is made of them. 

It is a pity that the maps were not more elaborate : fully 
coloured maps would certainly have increased the prioe, but, on the 
other hand, they could have made the author’s points far clearer. 
Presumably his full report to the Ministry will be accompanied 
by large-scale maps. This point, however, is important : until 
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the general reader beoomee more conscious of the value of maps of 
all sorts, the difficulties of planning o&nnot be fully realised. 

This little book deserves to be widely known. All readers who 
are prepared to study it will find much of interest in it. Naturally 
it will appeal most to those who know the Liverpool area, but it 
should serve as a useful general guide to any other locality. If 
those responsible for local government could be assumed to have 
access to such a compendium as this for their own particular 
district, a great deal of benefit to the whole country would soon be 
apparent. 

J. A. Steers 

St. Catharine' 8 College, 

Cambridge. 


The Economics of Housing. As presented by Economists, 
Appraisers, and Other Evaluating Croups. By Laura M. 
Kingsbury. (New York : King’s Crown Press (A Division 
of Columbia University Press), Oxford University Press, 
1946. Pp. x + 169. 16«. 6 d.) 

Readers of this book should be warned to pay attention to the 
sub-title. The book is entirely on the subject of valuation of 
real estate. It does not deal, as the main title would suggest, 
with such things as demand for houses, rents, cost of building 
and the like. 

Within these narrower limits, the book arrives in this country 
at a timely moment. A Bill on Compensation and Betterment is 
brewing as a sequel to the Uthwatt Report, which recommended 
the nationalisation of development rights in undeveloped land. 
As the Uthwatt Committee recognised, the assessment of com- 
pensation is bound to raise difficult problems of valuation. Simi- 
larly, the Chancellor of the Exchequer recently announced that 
local authorities may possibly, at some future date, be permitted 
to levy rates on site values. From both these points of view, the 
book will be eagerly scanned for guidance on the practical problems 
arising. 

The result of such scrutiny is, however, meagre. On the first 
point — the valuation of development rights — the author cuts 
herself off from making any contribution by a persistent belief 
that the “ concrete valuation in money terms ” — as distinct 
from “ Marshallian abstract value,” which she scorns — must be 
based on existing use value. “ Only a land value based upon the 
existing type of residential use can possess any oogency for 
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research into the cost and values of housing •considered as an 
organic thing, that is, considered from the oonaumer viewpoint ” 
(p. 186 ). This is cryptic and unconvincing. 

On site valuation, the value of the argument is much reduced 
by a confusing belief that the residual valuation of land — *.e., 
deducting the value of the building from the composite value — 
is wrong, because it treats the site as more important than the 
building, whereas in fact the building is usually more valuable 
than the site. This is quite erroneous, even though Dr. Kingsbury 
has the Underwriting Manual of the Federal Housing Ad- 
ministration on her side. The site is valued residually because 
it is the specific (rent) factor in the combination which cannot be 
produced at will. This has nothing to do with quantitative im- 
portance. Her own favourite principle of “ ratio valuation ” 
must be rejected as incompatible with economic doctrine. 

Two-thirds of the book consist of an examination of the views 
of “ representative economists ” on the subject. While Dr. 
Kingsbury has good excuse for not being acquainted with the 
important work of Spiethoff in this field (his Boden und Wohnung 
is still waiting for translation), there must be extreme regret 
that in her study of “ representative economists ” she did not 
penetrate to Wieser’s Social Economics. Wieser is the economist 
who has advanced the theory of urban land values more than any 
other, and a good deal of Dr. Kingsbury’s analysis and research 
has been anticipated by him. 

In her criticism of economists, Dr. Kingsbury has no difficulty 
in showing that the theory of urban land values was much 
negleoted and suffered from being treated as a “ junior partner ” 
of agricultural land values. This long after urban land had become 
the senior partner in economic importance. Dr. Kingsbury also 
succeeds well in bringing out the internal inconsistencies and 
contradictory use of terms typical of a negleoted field. 

Some years ago, in reviewing the Uthwatt Report in this 
Journal, Mr. Austin Robinson threw out a challenge for an 
explanation of the alleged element of “ float ” in land values. 
This book confirms that the answer seems to lie in the professional 
valuers’ preference for valuation by analogy (the “ comparison 
method ”). If all land is valued by land whieh has actually been 
sold, this will lead to float, since land which is sold is likely to be 
nearer development or redevelopment than other land. There is 
also the interesting suggestion by one of the valuers whose views 
are discussed that actually buyers of land may pay extra stamp 
duty in order to ubo the extra stamps as evidenoe of value in a 
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future sale ! (p. 107). It would be interesting to know whether 
anything of this sort has happened in this country as well. 

The “ other evaluating groups ” whose views are considered 
include the accountants, tax assessors, architects, housing 
managers and governmental housing agencies. Their combined 
views fill only seventeen pages, and they do not add anything 
useful. 

The author states, rather disarmingly, that her study arose 
“ out of various blunders which the writer, though a teacher of 
economics, had made in attempting to own a couple of cottages ” 
which were finally sold at a loss. It must be a long time since 
people had occasion to mourn losses from selling houses ! 

H. W. Singer 

The University of Glasgow . 


Standardised Accountancy in Germany . By H. W. Singer. 

(National Institute of Economic and Social Research : 

Occasional Papers, V. Cambridge : University Press, 1943. 

Pp. 68. 6s.) 

Dr. Singer’s paper gives us a useful idea of the German 
attempt to impose a uniform system of accounting over the 
greater part of German industry. As one might expect, it was 
a system which laid particular emphasis on the record and 
analysis of operating costs. The basis of the system was a Model 
Chart and Plan of Accounts. The “ Model Chart of Accounts ” 
was uniform for all industrial and trading firms, while the “ Plan 
of Accounts ” was uniform only within each branch of industry, 
but both were interrelated by the simple expedient of adding to 
the plan further subdivisions of the model chart with the inten- 
tion of keeping the general headings of the chart identical for 
all firms. 

It seems that the model chart had teir general headings. 
Heading 0 contained the Resting Accounts — that is, those accounts 
which did not directly enter the profit and loss account; e.g. f 
fixed capital assets and long-term liability accounts. Heading 1 
contained what British accountants would call the Current Asset 
and Liability Accounts, emphasising liquidity; with this im- 
portant exception : that stocks of materials were isolated under 
Heading 3, while work in progress, covering both semi-finished 
and finished parts, was dealt with under Heading 7. Heading 2 
contained the adjustment or reconciliation accounts; Headings 
4-6 were assigned to the analysis of costs, and dealt with such 
matters as the allocation of costs to production centres and to 
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production units. Heading 8 dealt with operational revenue, and 
finally, Heading 9 took in the balance sheet and profit and loss 
acoount — that is, the financial accounting documents. 

It seems that there was a sharp distinction between so-called 
workshop and financial accounting. Apparently it represented 
a definite attempt to separate the plant as a technical unit from 
the business as a commercial unit, and moreover it claimed to 
separate the real costs of production from the money costs. Dr. 
Singer tells us that the purpose of the separate workshop account- 
ing system was to have a set of figures from which all outside 
monetary variations in market prices or even transfer prices, 
wage rates, interest rates and suchlike items were completely 
removed. In point of fact, it was a system of quantity account- 
ing in terms of fixed prices. The idea was not altogether new, 
though what the German system did introduce was a separate 
adjustment account, the main function of which was to reconcile 
the workshop and financial accounts. 

At this time of day it may be said that any attempt to plan 
the direction of a country’s resources with the aid of statistical 
information presented in forms drawn from accounting technique 
is not without its wider relevance. In the field of applied 
economics national or social accounting is fast becoming a matter 
of primary importance, and most governments are now seeking 
to base their policies on a proper understanding of the structures 
of national economies. A mature system of national accounting 
must ultimately call for some aggregation of private accounting 
results, and there must be no impediments occasioned by lack of 
uniformity in private accounting practices. Thus, as national 
accounting develops, private accounting will need to devise some 
conforming uniformity not only in relation to the design of private 
accounts, but also to the principles of income measurement and 
asset valuation. 

But this is only one side of the picture, for, as Sir Henry Clay 
writes in his preface to Dr. Singer’s paper, “ whenever by any 
means the test of productive efficiency imposed by competition 
in a free market is removed, a comparison of oosts of different 
concerns becomes the only guide to an economic price, and such 
a comparison is impossible without standardised accounts.” 
Thus the German administration first developed their system as 
a method of price control, but it seems they also found it a 
valuable instrument for enforcing economy and raising efficiency 
by the device of setting prioes in relation to the costs of the most 
efficient enterprises. 
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As we read through Dr. Singer’B exposition of the German 
system, we do see what a highly detailed affair standardised 
accounting can become, and when it is pursued with characteristic 
German energy to the lengths which he describes we can begin 
to detect some limitations, especially when standardised forms 
are so rigidly applied over the whole range of industry that they 
fail to pay proper regard to essential technical differences between 
individual firms. Nevertheless, there is much to be learned from 
the German system, and both economists and accountants will 
do well not to neglect Dr. Singer’s paper. 

F. Sewell Bray 

London. 


A Short Economic History of Modem Japan. By G. C. Allen. 

(London : Allen & Unwin, 1946. Pp. 200. 10s. 6 d.) 

This work is likely to remain for some time the best intro- 
duction to the subject in the English language. Its chief short- 
coming as history is the limited documentary source material in 
Japanese on which it is based, but against this a number of weighty 
points are to be counted in its favour. It is the work of an able 
professional economist who lived in Japan from 1922 to 1925 and 
again in 1936, who is personally acquainted with many of the 
Japanese factories and industries of which he writes, and who has 
specialised for some years in Great Britain as well as Japan on 
questions of industrial structure and organisation. The result is a 
more reliable and better-balanced study than might have been 
made by a student of wider learning in Japanese written materials, 
but without the analytical equipment and field experience of the 
author of this work. 

The economic history of Japan is illuminating not merely to 
Btudents of the Far East, but also to students of what is called, in 
the jargon of post-war reconstruction terminology, “economic 
development.” The international agenoies and oommittees 
concerned with this subject will need to study carefully the actual 
process by which “ development ” has taken plaoe in countries 
which were late starters in industrialisation. There is no uniform 
pattern of development and no simple formula to guide them in 
the distribution of scarce funds among those who wish to borrow. 
The borrowing of funds is only a part, though an important part, 
of the jirooess of development. Japan’s net borrowings of funds 
abroad were quite modest, particularly when acoount is taken of 
the funds absorbed in naval and military use and of wastage of 
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Japanese loans in China, in proportion to the economic results 
achieved. It is arguable that they were less important than her 
borrowings of the services of school and university teachers, 
engineers, mechanics, navigators, and other skilled personnel, 
either by bringing them into the country or by sending their own 
students to learn from them abroad. 

The processes of domestic formation of capital in countries in 
the early stages of industrialisation are also worth careful study, 
and Professor Allen’s earlier chapters throw some light on them in 
relation to Japanese history. The conclusion that might be 
drawn is that borrowing abroad needs to be accompanied by the 
establishment of institutions at home to encourage the growth of, 
and draw into the right channels, domestic capital accumulation, 
and that these institutions should be adapted in each case to 
local conditions. In future international operations account might 
well be taken of this in reaching decisions on applications for loans 
and in specifying conditions attached to loans. 

There are a number of other points in Japanese economic 
experience which are directly relevant to contemporary inter- 
national economic questions. 

The war-time impetus to industrialisation in undeveloped 
countries outside Europe will no doubt give the infant industry 
argument a prominent place in the international conference on 
trade next year, and the question may arise whether exceptions 
should be allowed for infant industries in slashing tariffs and 
quantitative restrictions. Japanese history is clear on this point. 
Tariffs played no significant part in the earliest stages of industrial- 
isation and only a moderate part later. Quantitative restrictions 
were not used in the earlier stages, and later were used only for 
reasons of war economy and balance-of-payments difficulties. 
Infant industries were aided directly by extensive subsidies, and 
sometimes by establishment of Government plants in the early 
stages. Those methods seem wholly preferable to tariffs and 
quotas : not only are they less likely to disrupt international 
economic relations, but they are a more adaptable instrument 
than tariffs, and can be used with less sacrifice of the stimulus of 
external competition than quotas involve. 

The discussion of the effects of the Great Depression and the 
economic policies of the Minseito Government just before and 
during it is well balanced. Professor Allen stresses the disastrous 
political effects of deflation, but points out that the spectacular 
recovery later was aided by the elimination during the depression 
of much inefficiency and unsound growth. This seems well 
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substantiated, and raises the general question what would be the 
effect of continuous full employment on efficiency. 

Professor Allen’s interpretations of Japan’s aggression in the 
’thirties runs sharply counter to that of neo-marxism. “ The root 
of Japanese imperialism,” he says, “ is certainly not to be found 
in economic causes ” (p. 153). And in his summing up he says, 
“ . . . An immense field of industrial expansion lay before her ; 
but she turned aside from it to pursue other ends ” (p. 1(R)). 
Professor Allen does allow for a number of economic events as 
contributory factors. In general, however, his analysis would 
lend support to the views of Clapham expounded in the opening 
part of the third volume of his history on capitalism in relation to 
war. Though I do not think it is practicable to separate clearly 
economic from non-economic influences on national policy, I 
think that Professor Allen’s interpretation fits the facts more 
closely than do the fashionable supposedly Marxist interpreta- 
tions or the views of some American liberals on the alleged role 
of cartels and the zaibatsu in originating wars. However, the 
question is too complex to pursue in a brief review. 

On a number of other important aspects of this work space 
will not permit comment here. Professor Allen’s book should be 
read carefully by all who are concerned with present policy and 
administration in Japan and with its future development ; and, 
in addition, by economists generally for the light it throws on 
economic questions which are significant not only for Japan, but 
also for all areas which are faced with the problems of developing 
industries and commerce to meet the needs of a growing population. 

E. F. Penrose 


New York. 



NOTES AND MEMORANDA 


REPORTS ON THE IRON AND STEEL INDUSTRY 

The recent White Paper 1 contains three separate reports : one 
by the B.I.S.F. covering the manufacture of steel and of basic and 
hematite pig iron, and two by the Joint Iron Council (an ad hoc 
body representing foundry pig iron manufacturers and the Council 
of Ironfoundry Associations), respectively on the production of 
foundry pig iron and the production of iron castings. 

The Steel Report 

This is much the best and most important report of the trilogy. 
Though the full details of the schemes for individual plants are 
relegated (p. 13) to an unpublished appendix, the Report is 
reasonably specific in its recommendations, and also adds much to 
the published information on the present state of the industry. 
Moreover, though its proposals are in certain aspects highly 
controversial, it is far from timid, both in presenting its case and 
in the general tenor of its recommendations. As to the latter, 
for instance, it plans to increase raw steel capacity from 14 to 16 
million tons a year, with an appropriate complement of rolling, 
forging and casting facilities; it recommends a rate of capital 
expenditure as high, even allowing for price changes, as the 
best inter-war years and much longer sustained (p. 35); and it 
proposes that a large proportion of obsolete equipment should be 
scrapped (p. 25) and the loading of plant drastically rationalised 
(p. 27). 

The most controversial aspects of the Report are the attitude it 
takes to the allied questions of industrial location and the inte- 
gration of successive stages of production. 

In its treatmentof the former question, the Report distinguishes 
(p. 24) sites under three headings : coastal districts, with relatively 
easy aocess to foreign ore ; sites based on the lean but very easily 
won Midland Jurassic ore; and lastly other Midland districts, 
which are definitely ill-sited for pig-iron production but are in 

1 Reports by the British Iron and Steel Federation and the Joint Iron 
Counoil to the Minister of Supply. Cmd. 6811. HJM.S.O. If. 6d. 
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certain cases near to sources of suitable domestic scrap. The 
districts included under each of the three headings are : — 


Coastal. 

Midland Orefield. 

Other Midland. 

S. Wales. 

Northants. 

Sheffield and W. Riding. 

N.E. Coast. 

Lines. 

Lancs., N. Wales and Cheshire. 

Scotland. 


Staffs., etc. 

N.W. Coast. 




It should be borne in mind that the first heading includes pseudo- 
coastal sites (such as Ebbw Vale and the Clyde Iron Works) 
which are many miles from navigable water and strictly speaking 
belong to the same genus as “ Other Midland ” sites. 

Although much lower total costs of production were enjoyed 
by the Midland Orefield districts before the war 1 compared with 
genuine coastal sites, the Report opposes any considerable increase 
of capacity in these districts. It is admitted that (p. 12) “ cost 
considerations on balance do show some advantage to steel based 
on home ores,” but nevertheless various considerations “ appear 
to confine the extension of steel output on a home ore basis to a 
maximum figure of the order of an additional one million tons,” 
and this increase taken in conjunction with the Report’s other 
proposals makes little difference to the distribution of capacity 
between the Midland Orefield and other districts. Only 30% of 
new building is to be in the Midland Orefield districts, and the 
share of these districts in total steel-making pig iron capacity will 
increase only from 25% to 28%, and in total raw steel capacity 
from 14% to 19% (Tables II and IV). The Report prides itself 
that the one million tons to be added to the steel capacity in 
Lincolnshire and Northamptonshire is 60% of the proposed 
total net increase in steel capacity after allowing for the scrapping 
of obsolete plant (p. 25), but this is surely the wrong basis for 
comparison. 

The reasons advanced in the Report for imposing a ceiling on 
the development of the Midland Orefield districts are : — 

(а) the difficulties attendant on moving labour to the 
districts (p. 25) ; 

(б) the use of the relatively lean home ore requires more 
capital equipment and more fuel per ton of pig iron produced, 
and in addition the coastal areas are well sited for getting fuel 
and scrap (p. 12) ; 

(c) a wide dispersal of steel production is required to re- 
duce distribution costs (p. 12) ; 


1 D. L. Bum, The Economic History of Steelmaking, p. 005. 
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(d) the more exacting demands made of steel in certain 
processes (of which the only alleged new process is the rolling 
of continuous strip) rules out the use of the relatively impure 
Midland ore (p. 12) ; 

(«) the reserves of suitable home ore are limited (p. 12). 

None of these reasons apart from the first (which by itself 
would surely not demand such a drastic limitation on the develop- 
ment of the Midland Orefield districts) can be accepted without 
qualification. Thus & propos of reason (6) it would seem that the 
present prices of home and imported ore, of fuel and of capital 
equipment give an even greater relative advantage to a Midland 
site based on home ore than did the prices which prevailed pre- 
war, for the average value of imported ore has approximately 
trebled 1 whereas the prices of home ore, fuel and capital equip- 
ment have each approximately doubled.* Naturally this calcu- 
lation is far from conclusive, since present prices of ore, fuel and 
capital equipment may in no way correspond to “ normal ” future 
conditions, but it should be noted that over and above any added 
advantages which the Midland Orefield districts enjoy due to 
changes in factor-prices there will be further advantages arising 
from the partial refining of Midland ore prior to smelting. These 
further advantages are considerable, since the ore preparation 
schemes outlined in the Report (p. 29) will reduce the amount of 
coke required to produce one ton of pig iron from Midland ore 
from the present 28-29 cwts.® to only 20 cwts., little more than the 
target of 16 cwts. for plants using imported ore. 4 Moreover the 
trend of comparative coal mining costs seems to be unfavourable to 
some of the coastal iron and steel producing districts, particularly 
South Wales. This trend is not at present reflected in coal prices 
owing to the operation of the Coal Charges Account, which, as the 
Economist complains, 5 removes one of the chief incentives to a 
more economic location of the iron and steel industries. 

Again, in depending so heavily on foreign ore — less than half 
of our ore requirements, measured in iron content, will be mined 
at home — we run the risk not merely of high import prices but 

1 The oversea* trade returns show the average value of imported iron ore at 
about £1 a ton in 1936-7 and at about £3 in January-February 1946. 

* There are no recent quotations for Midland ore, but wages (the most 
important prime cost) have increased by about 70%. Coal prices appear to 
have been rather more than doubled. The Report states (p. 33) that the cost 
of equipment has doubled. 

* Baaed on recent experience in Lines. Figures taken from the B.I.S.C.*s 
Statistics of the Iron and Steel Industries. 

4 The narrowing of the differential between the fuel-coats of smelting home 
and imported ore is of course partially offset by the cost of ore preparation. 

5 Economist, July 20, 1946, p. Ill* 
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also of exchange difficulties ; it need scarcely be said that from 
that point of view it is obviously more difficult than before the 
war to rely on foreign ores. The import of 1*5 million tons of ore 
a year (p. 13) plus 250,000 tons of scrap (p. 11) may well absorb 
some £20,000,000 annually, a very considerable item which in 
present circumstances must be justified up to the hilt. 

The next point, (c), is sound except that it ignores the possi- 
bility of persuading the customer to move to a cheap steel area 
instead of retaining an ill-sited producer to supply a local market. 
Since it was the Iron and Steel Federation's own policy of uniform 
delivered prices which destroyed the only incentive for the 
rational location of steel consumers, 1 it is disappointing that the 
Report does not recommend an improved pricing system. 

As to (d), the alleged unsuitability of steel made from home 
ore for rolling in continuous strip mills, it is difficult for the lay- 
man to comment. It may, however, be relevant to recall that 
the original intention of Richard Thomas was to site their strip 
mill on the Lincolnshire orefield, 2 and that when this site was 
rejected in favour of Ebbw Vale an essential part of the new plan 
was the development of' one of the company’s ore reserves in 
Northamptonshire to provide ore for the new works. Moreover, 
the Report itself recommends (p. 15) that part of the output of 
continuous strip from Ebbw Vale should be rolled from slabs 
brought from Lincolnshire, presumably made from home ore. 
One must therefore conclude that the unsuitability of home ore 
for making continuous strip is far from absolute. 

Lastly, on the subject of the development of the Midland 
Orefield districts, is the question (e) of the “ quantity of suitable 
home ore available at an economic cost for the permanent main- 
tenance of a substantial steel industry.” The misgivings of the 
Report are certainly not entirely groundless. Already for instance 
the surface deposits are approaching exhaustion, and in both 
Lincolnshire and Northamptonshire quarrying is giving place to 
underground mining. But no quantitative assessment is given in 
the Report of the rate at which diminishing returns are expected 
to operate in the Midland orefields after the transition to under- 
ground miping, 3 and no comparison is made with conditions in the 
orefields in North Africa, Spain, Sweden and Sierra Leone from 
which the U.K. draws the bulk of its imported supplies.. 

1 D. L. Burn, op. cit p. 498. * D. L. Bum, op. ci*., p. 459. 

8 This transition does not imply a great increase in costs. Thus the deposits 

acquired by Richard Thomas to supply Ebbw Vale (see above) were mined from 
the start, and acquired with that intention. 
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So far we have considered the locational problem in its simplest 
form, where completely new capacity is to be built in any case 
and the question is purely one of choosing the most advantageous 
site. However, though the Report does raise this straight issue, 
for instance by proposing (p. 19) a completely new plant on the 
Clyde for making common-grade steel, the bulk of the investment 
recommended outside the Midland Orefield districts is to take the 
form of providing balancing equipment at existing works or in 
other ways “ patching ” plants already in existence. As will be 
shown below in a more detailed commentary on the Report’s 
proposals, very much of the patching will be to plants which are 
at a permanent disadvantage due to their unfavourable location. 
Making a very rough allocation of the total expenditure of 
£168,000,000 set out in Table I of the Report, rather less than half 
is to be on genuine coastal sites ( i.e with direct access to deep 
navigable water); 23% in the Midland Orefield districts of 
Northamptonshire and Lincolnshire; a small amount on inland 
plants close to a good source of home scrap ; and the balance of at 
least 26% on plants which are without question badly located. 

Clearly some defence can be made for “ patching,” even on the 
worst located of sites, for it achieves the quickest possible increase 
in capacity and it may produce the best return to a limited 
investment of real resources. Indeed, if the resources available 
for investment are sufficiently limited there is almost no case 
where “ patching ” would not be more advantageous to the com- 
munity than building from scratch on a new site. On the other 
hand, a community which is in a position to take a longer view 
should discourage the “ patching ” of badly sited plants, since it 
attracts labour and capital to the wrong places, and therefore 
aggravates the mal-location of industry. The question to be 
answered is how far other and more pressing demands on our 
resources, will allow us to plan for the more distant future. It is 
open to argument whether we can still apply the same standard 
of far-sightedness as was applied, and quite rightly, to condemn 
much of the very extensive “ patching ” which was undertaken in 
the 8 years prior to the war j 1 but the Report does not appear to 
base any of its recommendations on the assumption that the 
aftermath of war makes it necessary to discount the future more 
heavily. Indeed, the expenditure of £168,000,000 in 7| years, 
resulting in a net increase of only 2 million tons a year in our steel 
capacity, cannot seriously be treated as a plan for urgent impro- 
visation, and the detailed descriptions of the proposed new 
1 D. L. Bum, op . tit., p. 470, 
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furnaces and mills also give the impression of re-equipment de 
luxe. 

So muoh for the looational aspect of the Report. Now we turn 
to an allied and even more controversial aspect, its attitude to the 
integration of processes. The advantages of integration are : — 

(а) The saving of transport and handling costs on 
transferring the material for further processing and on return- 
ing scrap metal for re-melting. 

(б) The utilisation in the finishing shops of surplus gas 
from blast furnaces and coke ovens. 

(c) The economy in fuel due to the transfer of hot material. 
(This, however, is not relevant to the two most frequent 
instances of disintegration of processes — the separation of 
billet production from re-rolling and of sheet bar production 
from sheet rolling — for the material has in any case to be 
allowed to cool to permit inspection and the removal of 
defects). 

(d) The greater continuity of metallurgical control which 
can be achieved. 

At the present time there is no other section of the industry 
as wasteful in fuel and transport as the non-integrated re-rollers 
of bars and light sections, etc., and the non-integrated sheet 
rollers. With a few exceptions these plants have equipment 
which has been out-moded (save for making certain specialities) 
by the invention of the continuous mill. In many cases they 
even lack direct access to a railway siding. The Report does 
envisage a considerable increase in the output of sheets from 
integrated works with continuous mills, but still leaves 25% of 
the total output to be rolled in works of the old type, even though 
this will 4 ‘leave room for further development ” (p. 26). Worse 
still, the proportion of light re-rolled products to be made in 
continuous mills is about only a half (p. 27) and the proportion 
to be made in integrated works may well be even less. There will 
in fact be only a minor change in the present division of output 
between integrated and non-integrated mills. A further transfer 
of work to integrated capacity is postponed on the ground that 
“the extent to which further concentration and integration with 
the billet mills is desirable requires careful review in relation to 
the wide range of very varied demands falling on this section of 
the industry.” Since the standardization of the specifications 
for re-rolled products is a desirable reform in itself, and is certainly 
practicable for far more than half the total output, “the wide 
range of very varied demands ” is no excuse for not tackling the 
problem of the non-integrated re-roller. 
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The Report’s undue tenderness to the non-integrated sheet 
maker and re-roller is only one example of its inadequate attention 
to the advantages of integration. Other instances will be given 
in the commentary which now follows on the Report’s detailed 
recommendations for each region. 

In South Wales (p. 13) £41,000,000 is to be spent, whioh is 
nearly a quarter of the total investment recommended in the 
Report. The bulk of the expenditure is to increase the capacity 
for making hot rolled strip and for the cold reduction of this strip 
for sale as sheets and tinplate. The present capacity at Ebbw 
Vale for these processes is to be increased, despite the bad loca- 
tion of the works ; and Lysaght’s continuous rolling capacity at 
Newport, which depends entirely on outside supplies of semi- 
finished steel, is also to be extended. The main addition to 
capacity, however, is a new hot strip mill, with additional pig 
iron and ingot capacity to match, to be built at Port Talbot, an 
unexceptionable site if we admit the technical necessity for UBing 
foreign ore. The finishing processes for this new capacity — i.e., 
cold rolling and plating — are to be carried out at Ebbw Vale, and at 
two new plants respectively near Llanelly and Swansea. This 
recommendation follows the admission that “ there can be no doubt 
on technical grounds and on the basis of economy that the lowest 
capital expenditure and operating costs would be attained by the 
integration of these finishing operations with the production of the 
hot-rolled strip in composite works.” However, considerations 
of cost are over-ruled because they would entail a “ movement of 
population and loss of industry in many villages and towns.” 

In the N.E. Coast district (p. 17), £35,000,000 is to be spent on 
building 1-5 million tons of pig-iron capacity and 11 million tons 
of ingot capacity, together with auxiliary and finishing equipment. 
The finishing equipment includes the much publicised beam 
mill to be installed by Dorman Long, and a new continuous 
billet mill for supplying non-integrated re-rollers in the district. 
Given the questionable premise that it is wise to locate so much 
new capacity on the coast rather than on the Midland Orefield, 
there is little to oriticise in the proposals for the N.E. Coast. 
The surviving plants will be large, specialised, well equipped and 
in most or even all cases sited with direct access to navigable water. 
The continued separation of billet-production and re-rolling is 
unsatisfactory, but is defended on the ground that two of the 
re-rollers are equipped with modem mills which it would be 
wasteful to scrap and expensive to move. 

In Scotland (p. 18) only a limited expenditure will be incurred 



494 


THE ECONOMIC JOURNAL 




on the badly sited works of the Colville group, with the exception 
of completing a blast furnace at the Clyde Iron Works (which is 
over 10 miles from navigable water) and of replacing the steel 
furnaces at the Dalzell steelworks, which are not integrated with 
blast furnaces and are far removed even from the best local 
source of scrap — the Clyde shipyards. Most of the expenditure 
in Scotland (£29,000,000) will be on a completely new plant near 
navigable water, mainly for the production of semi-finished steel 
to non-integrated re-rollers and sheet-makers. The plant itself 
raises locational problems which have already been discussed, but 
supposing the location could be defended, there would be a very 
strong case for providing integrated finishing capacity to replace 
the present non-integrated units. 

The scheme for the N.W. Coast district (p. 21) is too small to 
call for detailed comment. 

In the Midlands (p. 20) the proposals consist of investing 
£39,200,000 on plants in Northamptonshire and Lincolnshire and 
£22,500,000 on plants in Other Midland districts. The former 
investment is unexceptionable, save only that even at the end of 
the period covered by the Report, no less than three-fifths of the 
capacity of a proposed new iron and steelworks to be built in 
Northamptonshire will be devoted to supplying billets to inde- 
pendent re-rollers (p; 23). The case for adding further finishing 
capacity to the works is deferred for review as part of a “ longer 
term policy.” 

The investment in Other Midland districts can all be compre- 
hended in the term “ patching.” The continuous sheet works at 
Shotton are to be extended and blast furnaces built, even though 
the site is recognised as a bad one, being 14 miles from navigable 
water (p. 21). Further expense is to be incurred at Irlam, an- 
other unsuitable site. 1 Lastly there are proposals for Round Oak 
and Park Gate (p. 22), which, along with the Dalzell scheme, 
share the honour of being probably the least defensible in the whole 
Report. The Round Oak works in Staffordshire are pure steel- 
works, using pig iron brought mainly from blast furnaces in the 
Midland Orefield districts. The claim in the Report that the 
works are favourably placed for scrap supplies is true, but much 
of the local scrap is poor in quality and it is in any case very doubt- 
ful whether an independent steelworks could produce anywhere 
near as cheaply as a well-sited works integrated with blast fur- 
naces'. Significantly there are only two non-integrated steelworks 
— Dalzell and Round Oak — on which the Report proposes to incur 
1 D. L. Bum, op . cit. f p. 442. 
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any considerable expense. In the case of Round Oak the pro- 
posed expenditure, though not quoted, must be considerable, 
since the present plant is nearly all obsolete and will need to be 
replaced. The Park Gate scheme is more modest, being merely 
for a new rod and bar mill (p. 22), though if it is to be a continuous 
mill the cost will be considerable. (If it is not to be a continuous 
mill it will merely add to the existing redundant capacity.) 
Park Gate is an integrated iron and steelworks, but, being 
located near Rotherham, is a long way from navigable water, and 
even farther from cheap Midland ore. Though noted, like Round 
Oak, for its able management, it is a small, badly sited and obso- 
lescent plant and there is little excuse for spending money on it. 

The moral to be drawn from the Steel Report is that new 
equipment, however up-to-date and expensive, is not the only 
criterion of an efficient industry. In 1953, if the Report has been 
implemented, about half the steel-making pig-iron capacity and 
nearly 40% of the steel-melting and -rolling capacity will be less 
than 7 years old and of the most advanced design, and even the 
older equipment will be the best now in existence. Yet much 
of the new equipment will have served to give still another lease 
of life to intrinsically uneconomic sites in the “ Other Midland ” 
and pseudo-coastal districts ; little will have been done to correct 
and much to perpetuate the present lack of integration between 
successive processes; and only one-fifth of the steel capacity 
will be capable of efficient production from home ore. 

The Report on Foundry Pig Iron 

Perhaps the most interesting aspect of this short Report is that 
its authors, unlike the authors of the Steel Report, are not im- 
pressed by the advantages of coastal locations. On the contrary, 
we are told that the Midlands are well placed not only for the 
assembly of raw materials, but also for “ distribution to the widely 
dispersed iron foundries of the country.” There are, it is only 
fair to note, two minor exceptions to the general approval of 
Midland sites, the first a forecast of an increased demand for 
special irons made from imported ore (p. 44) and the second a 
caveat that it is uneconomic to supply the Scottish market with 
Midland pig (p. 43) ; but even so the Report’s recommendations 
will leave in the Midlands at least three quarters of the total 
foundry iron capacity and will require the use of four times as 
much home as imported ore. 

Though the Report rightly stresses the comparative advantages 
enjoyed by “ the Midlands,” the further advantage of being not 
No. 223. — VOL? LVI. M M 
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merely in the Midlands but right on the Midland Orefield reoeivee 
little attention. The present mal-location of foundry iron 
furnaces in the Midlands is dismissed on p. 42, with the state- 
ment : “ The original siting of the plants was influenced mainly 
by accessibility to raw materials, and, whilst conditions in that 
respect have altered somewhat, all plants are still reasonably well 
placed in this regard.” In fact (excluding the Ford furnace, on 
a coastal site in Essex) more than half the foundry pig iron made 
in the district “ Derby, Leicester, Notts, Northants, Essex ” 
(p. 41) comes from furnaces in Derby and Notts, considerably to 
the north of the Jurassic iron belt (which runs through Oxford, 
Northampton, Leicester, Rutland and Lincolnshire). The 
“ Lincolnshire ” district is based directly on the Jurassic orefield, 
but the “Staffs., Shrops., Worcs., Warwick” district and the 
“ South Yorkshire ” district are again quite distant from the 
nearest source of cheap ore. Of the 1,743,700 tons of foundry 
iron produced in 1937 (p. 41), no less than 1,486,100 tons came 
from the Midland districts, but of the latter total probably half 
came from districts which, in discussing the Steel Report, we 
classified as “ Other Midland.” 

Much of the Midland foundry iron capacity, both within and 
outside the Jurassic orefield, is reasonably up-to-date, and the 
Report wisely recommends only a limited expenditure for the 
present, “ major developments ” being deferred for consideration 
at a later date, and if possible integrated with the new iron and 
steelworks which the Steel Report recommends should be built 
in Northamptonshire (p. 43). If such an arrangement could be 
made, it would have great advantages ; the new plant would be 
on a cheap source of ore, it could be made flexible as between 
foundry and steel-making pig iron, and the steelworks would 
provide a suitable outlet for coke oven gas, and thus enable full 
advantage to be taken of integrated coking facilities. 

The amount of the “ limited expenditure ” in the Midlands and 
of the expenditure in Scotland is not stated, but both will be 
insignificant in relation to the expenditure recommended in the 
Steel Report. No mention is made of any expenditure on the 
N.E. Coast. The consequential increase in capacity will be about 
160,000 tons a year, all in Sootland, representing less than 10% 
of the total U.K. output in 1937. 

The Repoet on Ibonpoondino 

The third and last Report begins with a 10-page general 
survey of the industry. First, the long-run requirement for iron 
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psting s is estimated at 3*5 million tons a year (p. 50), compared 
with an annual output of about 2*5 millions throughout most of 
the war (only 2*2 millions in 1944) 1 and 3*3 millions in 1937 (p. 40). 
For this output will be needed the 1,875,000 tons of foundry iron 
provided for in the Foundry Iron Report (p. 41), and slightly 
more than the 600,000 tons of hematite pig iron provided for in 
the Steel Report (p. 11), together with appropriate quantities of 
scrap, coke and coal. The introductory survey concludes with a 
note on the overall labour position, undoubtedly the worst problem 
at present confronting the industry. At the very end of the Report 
there are three more pages of sketchy general notes, covering 
relations between firms, costing, statistics, research, foreign com- 
petition, export trade and relations with consuming industries. 

Between the ten-page prologue and the three-page epilogue, 
thirteen Trade Associations each in its turn presents its creden- 
tials, gives its past output ahd its actual and planned 
capacity, protests that the latter will meet all requirements, 
complains of the labour shortage, and finally retires to make way 
for the next performer. This part of the Report, occupying no 
less than forty-three pages, provides a very weak foundation on 
which to base conclusions. The statistics, which are summarised 
in the table below, are particularly misleading. Thus the ag- 


(’000 tons) 


Product -groups covered by each 
Trade Association. 


A. Automobile and High Duty (p. 61) . 

B. Building and Domestic 

(i) Flushing Cisterns (p. 72) 

(ii) Boilers and Radiators (p. 74) 

(iii) Other (p. 66) 

C. Cast Iron Pipes (p. 76) . 

D. Engineering and Jobbing 

(i) NXC. (p. 81) 

(ii) N.I.E.F. (p. 84) . 

E. Ingot Moulds (p. 86) 

F. Malleable 

(i) Tube Fittings (p. 93) 

(ii) Other (p. 90) 

G. Railway Equipment 

(i) Axleboxes (p. 96) 

(ii) Chains (p. 97) . 

(iii) Segments (p. 99) . 

Total . 


Production in last account- 
ing year prior to : 

Present 
annual 
capacity 
of plant. 

Sept. 

1938. 

Sept. 

1939. 

Sept. 

1945. 

106 

108 

114 

160 

9 

8 

4 

10 

73 

72 

40 

79 

332 

315 

128 

490 

514 

458 

87 

600 

162 

149 

128 

206 

475 

425 

370 

600 

228* 

250* 

250* 

810 

8 

9 

6 

12 

53 

45 

48 

73 

? 

T 

8 

15 

104 

85 

89 | 

186 

68 

56 

— 

84 

2,131 

1,980 

1,272 

2,82S 


* Estimated for calendar years, 
i B.I.S.F. “ Statistics ” for 1999-44, Table 40. 
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gregate output of castings reported by the thirteen Associations 
is about 2 million tons annually in 1938 and 1939, and rather less 
than 1-3 million tons in 1945. These figures, however, are 
considerably less than the comprehensive totals quoted above of 
3*3 million tons in 1937 and 2*2 million tons in 1944, which 
suggests that a large number of ironfounders do not belong to the 
thirteen Associations and have not provided information. This 
inference is supported by the combined capacity of the thirteen 
Associations being as low as 2*8 million tons a year (see Table), 
whioh the proposed expansions will increase to only 2*9 million 
tons, compared with the ultimate total capacity of 3*5 million 
tons advocated on page 50 of the Report. 

Since the Report on Ironfounding is not one but thirteen 
largely unco-ordinated reports, it is a little difficult for the reader 
to decide what general questions the Report has attempted to 
answer, and whether there are any pertinent questions it has 
failed to ask. The present reviewer’s own conclusion, for what it 
is worth, is that the Report, in marked contrast to its two com- 
panions, dismisses in silence most of the questions it should have 
attempted to answer. Thus : — 

1. The question of location is admittedly raised (p. 49), 
but only to be instantly dismissed with the statement that 
“ the present location of foundries, based on close proximity 
to that of their customers, is economically sound.” This 
statement, apart from begging the question, is not true, so 
far as concerns proximity to customers, of the important and 
reputedly highly efficient Cast-Iron Pipe section, which is 
centred in a small number of large integrated plants in 
the North Midlands, although its customers are scattered 
throughout the whole country. Thus in one section of the 
industry the economies of scale and of proximity to raw 
materials appear to outweigh the resulting increase in the 
costs of distribution. Is this characteristic shared by no 
other section ? 

2. What advantages accrue from integrating iron found- 
ing with pig-iron production ? At present such integration 
obtains in much of the Cast-Iron Pipe section, in some of 
the best capacity producing ingot moulds, and in the Ford 
foundry in Essex. In none of these plants does the economy 
result from the transfer of hot metal, since all the foundries 
use cold pig iron. There must be a minor economy in trans- 
port and handling, but the greatest economy is probably in 
fuel, through the triple integration of blast furnaces, coke 
ovens and iron foundry. If triple integration of this kind 
'does result in a considerable saving of fuel, could it not be 
extended to any other sections of the industry t 

3. To what extent is it technically practicable to transfer 



1946 ] 


OBITUARY : JOHN HAROLD CLAPHAM 


499 


pig iron in a molten condition from blast furnace to foundry ? 
The need for very close control and for a large variety of 
specifications probably rules out this practice in the engineer- 
ing and automobile sections of the industry, but is its appli- 
cation worthy of consideration only in the Ingot Mould 
Section ? (p. 87). 

4. What is the optimum size of a mechanised foundry for 
light repetition work ? The sections of the industry in which 
mechanisation has already made headway — those making 
motor-car castings, malleable castings, cooking apparatus 
and equipment for central heating — are each largely in the 
hands of a small group of producers. Were mechanisation 
to be extended to such products as rainwater goods, baths, 
cisterns and builders’ castings — all of which lend themselves 
to standardisation and quantity production — would this 
require a complete overhaul of the structure of these sections 
of the industry? If so, will the interests of the existing 
small producers be allowed to stand in the way of mechanisa- 
tion? Wc are not given a straight answer, though “the 
exact degree of mechanisation varies with the sizes of the 
individual production units, either already accomplished or 
in early contemplation ” (p. 07). 

The Report on Ironfounding gives little information at 
considerable length, offers no plan of its own for the industry, and 
affords no adequate basis for deciding whether or not a plan is 
required. 

Brian Tew 

London. 


OBITUARY 

John Harold Clapham (1873-1946) 

The sudden death of Sir John Clapham has been a hard, 
unexpected blow to his many friends and to all historians. 
Though seventy-two years of age, he was still in full vigour. He 
died after a few seconds’ illness, in a railway carriage, coming 
back to Cambridge from London where he had been taking the 
chair at a meeting with his accustomed serenity and power. 
Since he published his History of the Bank of England in 1944, he 
had already written three-quarters of a one-volumed Economic 
History of England, which most fortunately he has left in a state 
to be completed for the benefit of innumerable teachers and 
students in the years to come. He had in fact no period of 
cessation from work or even of lessened powers. So his loss is 
acutely felt. He was not “ the shade of that which once was 
great.” He was still an integral part of our national activity. 
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Yet on a calm view I know no one of my contemporaries whose 
life was more fulfilled and whose personal achievement was more 
oomplete. He was still going on, but he had already passed the 
goal. 

His lecturing and teaching, and his many administrative 
services, academic and public, would in themselves have been 
enough for a lesser man. But this prodigious worker took them 
in his stride, while he was at the same time producing books of the 
first order. He had little patience, perhaps too little, with 
academicians who find difficulty in producing books without 
leisure. His permanent fame will rest on his economic histories. 

It is not easy to write Economic History well and readably. 
William Cunningham, who fifty years ago had the chief hand in 
founding the academic study which has since grown to such vast 
proportions, did not excel as a writer. Clapham did. And one 
reason why he so excelled was that the largeness of his oulture 
and the breadth of his mind and sympathies enabled him to place 
Economic History in its real setting of actuality, as a part of 
the human life of each successive age, as social history. And 
he connected it with political and other circumstance, with ad- 
ministrative machinery and with the clash of parties, with the 
personalities of particular men (the successive Governors of the 
Bank of England and Chancellors of the Exchequer, for instance), 
and with the current thought and literature of the passing day, 
including even its novels and its poetry, which he loved and often 
most aptly quoted. He put Economic History in its true place in 
human history, and prevented it from becoming an arid and 
theoretical study apart. Others helped in that saving work — his 
friend Eileen Power, and Mr. and Mrs. Hammond with whom he 
was sometimes in courteous controversy. But Clapham’s Econo- 
mic History of Modem Britain towers up like a mountain in size 
and in rock-like solidity of structure, probably the greatest 
economic history ever written. He was influenced by ideas and 
he was open to emotions, but neither ideas nor emotions ever 
carried him away from facts. He always Btrove to subject 
economic history to the ultimate criterion of statistical fact, into 
which ideas and emotions must fit themselves. His three great 
volumes are there, and it is within their findings that thought and 
theory about our industrial revolution have henceforth very 
largely to move. 

Closely akin to the intellectual characteristics of his work 
was his marked personality. He had the best qualities of the 
Englishman of the Northern type; oommonsense, adherence 
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to fact, serenity that was never rattled, fairmindedness — call 
it if you will by the severer word “ justice ” — in all his dealings 
with men. At first contact he was a “ formidable 99 man, with his 
giant frame and slightly roDing gait and large “ Cromwellian ” 
features (though he was not " temperamental ” like Oliver). 
Kindness and affection lay close behind, and very often broke 
through, and were the more valued because they were always 
sincere, and were not scattered broadcast on undeservers. I 
always added thirty per cent, to any words of approval from that 
great Yorkshireman, as compared to the value of the same words 
from a polite and flattering southerner. 

He was ever ready to go out of his way and work for those 
in distress, but he would never “ spoil ” anyone at the expense of 
others or of the public. These qualities made him, in the war 
of 1939-45, an ideal member of the local Conscientious Objectors’ 
Tribunal, Chairman of the Cambridge Employment Committee, 
and of the Cambridge Refugee Committee, and finally Chairman 
of the national organisation of the Society for the Protection of 
Science and Learning, dealing with the cases of refugee scholars. 
Professor A. V. Hill, his Vice-Chairman in the latter capacity, 
writes — 


“ Clapham’s deep humanity and his faith in the dignity 
and worth of human personality and freedom found strong 
expression in this real and active concern of his last years. 
These qualities may not always have been so apparent as 
his strength of body, mind and character or his keeness of 
intellect, but they were a fundamental part of his nature, and 
no estimate of his work and influence could be accurate which 
disregarded the foundation they provided.” 

Such a man naturally had crowds of devoted friends, and an 
extremely happy family life. I knew him for more than half a 
century, and the world seems a less sure and trustworthy place 
now he is gone. In the storms through which we have passed — 
and are passing — his presence among us seemed to guarantee the 
fundamental sanity of mankind, and the continuance of our 
civilisation. 

I have called Clapham a Yorkshireman, because he recalled 
in appearance his yeoman ancestors from the Ridings, about 
whom he loved to talk. But Lancashire had a share in him. 
His grandfather, Thomas Clapham, had been a Yorkshire farmer, 
but his own father, John, migrated to Manchester. The story of 
John Clapham senior is worth telling as an example of early 
Victorian “ Self-help.” In 1837, at the age of fifteen he left the 
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farm and walked to Bradford to look for a clerk’s job. At the end 
of the day he had found nothing, but he saw in a jeweller’s shop 
window that an apprentice was wanted. He went in and got the 
job, which included sweeping out the shop and sleeping under the 
counter. Here he learnt watch-making and developed the 
“ jeweller’s eye.” Here also he was “ converted ” and became a 
Methodist. At the age of nineteen he went to Manchester by 
stage coach to be junior salesman in John Holland Co., and even- 
tually rose to be head of the firm. He married Mary Jane 
Chambers, daughter of a smallware manufacturer of Manchester. 
Altogether a proper parentage for the historian of our industrial 
revolution. 

So John Harold Clapham was bom at Broughton, Salford, 
Manchester, on September 13, 1873, and his boyhood was spent 
at his father’s house, The Hills, Prestwich, Manchester, then a 
pleasant region of broken ground, more rural than urban. He was 
brought up a Methodist, though in later years he became a 
Churchman at King’s, where, like Milton, he delighted to hear 

“ the pealing organ blow 
To the full voiced quire below.” 

A broadminded not very dogmatic Protestantism fitted in well 
with his character. He belonged to our generation that knew 
the Bible. I remember his delight over a French scientific 
historian who, in writing of the “ Adullamites ” of our political 
crisis of 1866, explained “ allusion biblique : Adullam avait 
voulu tuer David.” 

As his school and College life were both spent at Cambridge, 
Cambridge may divide with the North the credit of producing him. 
He went to Leys School in 1887, where, besides his scholarly 
achievement, he was a leader in athletics. He was in the first 
team for Rugby football, captain in cricket and lacrosse, ran for 
the school and was second in the Public School quarter mile. 
He edited the school magazine and became Senior Prefect. He 
retained a great affection for the Leys and in later years became a 
Governor. 

He went up to King’s College in 1892 as a History Exhibitioner, 
became a Scholar in 1894 and in 1895 got his first in the small 
history tripos of that year, in which only twenty men and thirteen 
women were classed. But though the history school was still 
small, it was about to have a great expansion in which he took a 
part. " Moreover there were in those days three great historians at 
Cambridge — Acton, Maitland and William Cunningham. The 
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three Cambridge teachers who most influenced Clapham’s mind 
in these formative years were Acton, Cunningham and Alfred Mar- 
shall. He became equally interested in economics and in history. 

His was indeed an all-round mind — “ an orbed mind.” In 

1896 he became Lightfoot Scholar in Ecclesiastical History. In 

1897 he won the Prince Consort Prize with an essay on The Causes 
of the War of 1792 which was published. In 1898 he was elected a 
Fellow of King’s. 

At College he continued to play Rugby and cricket, but he 
found salvation as a mountaineer. Climbing at home and in the 
Alps was his passion for nearly forty years. This most strenuous 
of all forms of holiday kept him fit for his arduous and unceasing 
intellectual labours, and the harsh, delightful contact with nature 
at her roughest and grandest still further developed his character 
and his imaginative power. 

After teaching for some years in the now rapidly expanding^ 
history school at Cambridge, he went to Leeds in 1902 as Economic 
Professor, at the instigation of Alfred Marshall. It was always 
one of Clapham’s most characteristic sayings that young Cam- 
bridge dons ought to take Professorships in the newer Universities 
if they got the chance, to see something of the world outside the 
sheltered College life. They might hope to return to Cambridge 
and be all the more use there, and the less “ donnish,” as a result. 
It certainly happened to him. 

He felt at home in the Yorkshire manufacturing towns, and 
made many friends among his fellow Yorkshiremen. He seized 
the opportunity to make a first-hand study of the wool trade. 
He enjoyed personal contact with business men, and was always 
interested in seeing mechanical and technical processes at work. 
In 1907 he produced his book on The Woollen and Worsted Indus - 
tries . While he was Professor in Leeds, the Yorkshire College 
became Leeds University, and he took a large share in the re- 
organisation necessitated by this change. He was always a first- 
rate colleague and citizen, whether at Leeds or Cambridge or 
elsewhere, ever ready to shoulder burdens that required volun- 
teers, and outspokenly impatient of those too nice to do their 
bit. 1 

While at Leeds he met and married Margaret, daughter of 

1 An instance of his readiness to shoulder heavy burdens for others is his 
joint editorship of the Cambridge Economic History. The war prevented the 
publication of more than "the first volume (1940) and that was rendered possible 
only because he -himself translated or rewrote several of the articles contributed 
by foreigners. , 



504 


THE BOOK OHIO JOURNAL 


[S®PT. 


W. E. Green of Robs. It proved in every respect a perfect union. 
After they had returned to. Cambridge, he bought a piece of free- 
hold land on the edge of town and country, and on it built a house 
and planted a garden, both unpretentiously combining the utile 
with the bellum , and there his and Margaret’s three daughters and 
one son grew up under ideal conditions of family life. It was 
always a pleasure to have an excuse to visit Storey’s End, a secure 
fortress of friendship, good sense and truth. 

The return to King’s, Cambridge, took place in 1908. He 
came back as assistant tutor in History, in succession to Oscar 
Browning, and at once began to deliver the great series of lectures 
to freshmen on Economic History which went on till 1945. 
“ Clapham’s lectures ” were famous, a prominent feature in the 
education that Cambridge offered to successive generations of 
undergraduates. He was an active member of the Faculty of 
History and of the Faculty of Economics. In his opinion, there 
ought to have been more history in the economic Tripos, which he 
considered too theoretical as an education by itself. He served 
long and well on The University Press Syndicate, for he loved the 
details of printing and publishing. 

During the War of 1914-18 he was at the Board of Trade, and 
was given the C.B.E. for his war work. He became Tutor of 
King’s in 1913 in succession to his grand old friend, William 
Macaulay; and he remained Tutor till 1928 when he became the 
first Professor of Economic History in Cambridge. In 1933 he 
became Vice-Provost of King’s, from which office he retired in 
1943. He enjoyed and valued to the last his close association 
with the College which he always served with unfailing loyalty 
and love. His portrait by Gunn, which pleased him well, now 
hangs in the hall, the place where he would most wish it to hang. 

One of his now distinguished former pupils, Mr. G. C. Morris, 
writes of him : 

“ He was a wonderful supervisor. He might so easily 
have seemed formidable, but, without a trace of patronage, 
one was put immediately at one’s ease; and few men so 
obviously adult have been more tolerant of the callowness 
of the young. Most supervisions turned into delightful 
and far-ranging historical gossips. Of course the Olympian 
quality was always present and the immense technical 
learning, but he was no less liable to discuss the Savoy 
Operas, or the tactics and politics of the 1914 War, than 
the. decay of villeinage. His knowledge of economic realities, 
and his long and wide experience of men and affairs, made 
his teaching singularly unacademic and alive. 
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“ Somehow his * eye for country ’ was always coming in. 
After a visit to Palestine he would delight in telling how 
something he had noticed in the lie of the land had thrown 
light on one of Joab’s campaigns. His verbal memory of 
the Bible and of a great deal else was quite astounding. 
‘ Let me see,’ he would say, * how does it run ? ’ And then 
would come a long and telling quotation. It might be 
Milton or Hobbes ; it might be Dickens or a Wells scientific 
romance ; very often it was Trollope and very often Hous- 
man. He knew much more poetry and there was much more 
poetry in him than many people realised.” 

In the last years of his life his eminent place among British 
historians was recognised. In 1940 he was chosen President 
of the British Academy, a national position which he filled 
with his large presence and wisdom until his death. In 1943 he 
was knighted, and became “ Sir John ” to all the world. 

He was well fitted to represent England, because he was and 
he looked the most “ English ” of Englishmen, and yet he took a 
deep personal interest in the work and fortunes of foreign scholars. 
I have quoted above the testimony of Professor A. V. Hill to his 
work as Chairman of the Society for the Protection of Science and 
Learning during the recent war. After the war he was Chairman 
of the Committee of the International Congress of Historical 
Soiences, till the time of his death. Miss Jean McLachlan writes 
to me about his tenure of this post : 

“ The first sign of reviving international academic co- 
operation was the resumption of the informal gatherings of 
English and French historians, which up till 1939 had been 
annual events. The meeting of September 1945 took place 
in London, and much of its success was due to the care 
which Sir John had so generously spent on the preparation, 
to his genuine and obvious interest in all its activities, and to 
his understanding and appreciation of the French point of 
view.” 

During all these years of College, University and public 
work, the great books and important articles had been pouring 
out in an ever more rapid and deepening stream. A full biblio- 
graphy will be published in the next Cambridge Historical Journal. 
Here I will mention a few. 

In 1912 he published The Abbi Sieyes, not one of his most 
important works, but illustrating how wide he cast the net of his 
historical understanding. His knowledge of the French Revolu- 
tion and its characters enabled him to appreciate the greatness as 
well as the limitations of Carlyle’s epic ; he and I used to swop 



THE ECONOMIC JOXTENAL 


506 


[SEPT. 


quotations from it. Among Clapham’s special favourites were 
the description of his own special subject of study : 

“ With ineffable serenity sniffs great Siey&s, aloft, alone ; 
his Constitution ye may babble over, ye may mar, but can 
by no possibility mend : is not polity a science he has 
exhausted ? ” 

Again the meeting of Robespierre and Danton : 

“ With what terror of feminine hatred the poor seagreen 
formula looked at the monstrous colossal Reality, and 
grew greener to behold him : — the Reality, again, struggling 
to think no ill of the chief-product of the Revolution; yet 
feeling at bottom that such chief-product was little other 
than a chief windbag, blown large by popular air.” 

For Clapham had a strong sense of humour both about life and 
about history, which Carlyle satisfied. 

A greater book than Sieyes and more in the central line 
of Clapham ’s work was The Economic Development of France and 
Germany , 1815-1914 , published in 1921. Its massive learning 
illustrates not only his grasp of economic history, but his know- 
ledge of foreign countries in many different aspects of their life, 
past and present. 

This powerful excursus into the economic history of Europe 
prepared him for his magnum opus , undertaken with fully ripened 
powers, The Economic History of Modern Britain , of which the 
first volume (The Early Railway Age , 1820-50) was published in 
1926; fitly dedicated to “the memory of Alfred Marshall and 
William Cunningham.” Indeed no more completely and charac- 
teristically “Cambridge” product was ever published by the 
University Press. It is “ monumental ” in its weight of scholar- 
ship, yet it is alive with thought and is human on every page. 
Volume II (Free Trade and Steely 1850-86) followed in 1932, and 
in 1938 volume III (Machines and National Rivalries , 1887-1914, 
with an Epilogue , 1914-29). On the completion of this great 
task he had definitely placed himself on the list of memorable 
English historians. 

After that, the authorities of the Bank of England paid him 
the compliment of asking him to write the history of their great 
institution, placing their archives at his disposal. He greatly 
enjoyed his days at the Bank, and his lunches and personal con- 
tacts ynth the Directors and officers, and they had the highest 
regard and liking for him. The last paragraph of his Preface, 
dated November 23, 1943, may here be quoted : 
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“ The writing of the book has all been done during war. 
The State asked only for fractions of my time. The Bank 
has had most of the rest. At black moments the work has 
been an anodyne ; at all times a privilege and a pleasure. 
As this is not an official history I may perhaps be allowed to 
say that I have found the wartime atmosphere of Thread- 
needle Street tonic. A Frenchman would no doubt have 
expected to discover ‘ le flegme britannique ’ in the ascendant 
at the Bank of England : he would not have been disap- 
pointed.” 

In 1944 the Cambridge Press was enabled, in spite of war-time 
restrictions which made most publications so unseemly in appear- 
ance, to produce the two black-bound volumes in a form worthy 
of the finest publishing traditions. The story of the Bank runs 
from 1694 to 1914. Some day, when the years following 1914 have 
passed into history, another volume which Clapham prepared will, 
I believe, be forthcoming. 

Such, in brief, is the story of this man, whose memory 
will live with his works, even after all those who knew and loved 
him have passed away. 

G. M. Trbvelyan 

Trinity College, 

Cambridge. 


Sir Charles Addis (1861-1946) 

The death of Sir Charles Addis, in December 1946, has deprived 
the Council of the Royal Economio Society of one of its oldest 
and most honoured members. He joined the Council in 1914 
and continued to take a living interest in the Society’s affairs 
and to give it the benefit of his mature practical wisdom till old 
age precluded further active participation. 

Charles Addis was a fine product of the Victorian age, a type of 
its virtues, yet able to surmount its prejudices and limitations. 
He made a typically Victorian start. Bom in Edinburgh in 1861 
(eleventh in a family of twelve children) he was proud of being a 
son of the manse. His father was one of the ministers who, for 
conscience’ sake, seceded from the Assembly in 1843, and founded 
the Free Church of Scotland. His congregation loved him, but 
he was a stem parent. With a university career in view for 
Charles he subjected him when at school to a regime of hard work. 
When he was sixteen, Charles rebelled against this plan and 
obtained employment in a firm of merchants at Leith. When he 
was nineteen he obtained employment in the Hongkong and 
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Shanghai Bank. For three years he lived in London on a salary 
of £60 a year. He reoalled that in those days his lunoh would be a 
penny bun with a glass of water to make it swell. 

He was transferred to Singapore. He had borrowed £100 fi<om 
a relative, and within a year out East was able to repay it (with 
interest, which was returned). 

He learned Chinese and was appointed at the age of twenty- 
five to Pekin to open a new branch of the Bank. 

The Hongkong and Shanghai Bank was in a position to play a 
prominent part in international finance. Opportunities for the 
flotation of loans for China or Japan aroused the ambitions of 
rival issuing houses. Here Addis was able to play a leading part. 
In 1905 he was back in London as Chairman of the London 
Committee of the Bank, and he became one of the most distin- 
guished personalities of the banking world. He soon came to be 
relied on as an adviser in public affairs, and the value of his 
services was recognised by a knighthood in 1913. (He became 
K.C.M.G. in 1920.) 

He was a member of the Cunliffe Committee (1917-18), the 
recommendations of which shaped the country’s monetary policy 
after the war, and he became a director of the Bank of England 
in 1918. 

His experience of the East and his knowledge of monetary 
problems, especially in relation to silver, marked him as an obvious 
selection among the membership of the Committee of 1920 on 
Indian currency. 

But at that time monetary problems were trespassing beyond 
the boundaries to which the simple nineteenth century had 
accustomed the world to limit them. 

Addis, on becoming President of the Institute of Bankers 
(November, 1921), delivered an address in which he revealed 
something of his approach to these problems. He remained 
loyal to the return to the gold standard recommended by the 
C unliff e Committee. Though he recognised the strain of the 
deflation then in progress, he would not countenance the devalua- 
tion urged by Professor Cassel. “ An unlettered man, I never 
listen to the learned Dons who advocate this course, and suffer 
the charm and vivacity of their exposition, and realise my in- 
competence to make an adequate response, without feeling 
constrained to adjure them in the words of Oliver Cromwell to the 
General Assembly of the Kirk of Scotland, ‘I beseech you, 
consider it possible you may be mistaken.’ ” 

Like many others at the time, he dung to the pristine gold 
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parity because to devaluation, onoe admitted, he could see no 
finality. But Addis had a lively appreciation of the need for 
stability of the price level or of the purchasing power of money. 
And, when he attended the Genoa Conference in 1922 as a repre- 
sentative of the Bank of England, he had the opportunity of 
furthering proposals designed to reconcile the two aims of stabilisa- 
tion of prices and the maintenance of the gold standard. The 
proposals were carried at the Conference, but never bore fruit. 
There soon followed a change of Government, and in the eyes of 
most of his fellow directors at the Bank of England such an 
innovation on the sacrosanct Victorian tradition could not be 
entertained. It is not possible for an individual director to direct 
the current of policy. 

When the Bank for International Settlements was established 
in pursuance of the recommendations of the Young Committee 
on Reparations, Addis became Vice-Chairman. The conception 
of the Bank had awakened far-reaching hopes of international co- 
operation in monetary policy, and Addis, in an address delivered 
in December 1930, revealed his own view of its possibilities. He 
recurred to the menace of a falling price level to the world’s credit 
structure, not low prices but falling prices, “ the appreciation of 
gold with all its depressing effect on business confidence and 
business enterprise.” If the directorate of the Bank for Inter- 
national Settlements will form “ a clear conception of the real 
import of the task assigned to them, their cause will be not merely 
the preservation of credit, but also the preservation of peace.” 
That Bank has followed the Genoa Resolutions into limbo, and 
perhaps Addis’s aspirations could never have been realised 
through such an instrument. The world is being afforded just 
such another opportunity at the present time, but the prospect of 
its being used ii^ the manner he urged seems deplorably remote. 
Not that his service in the Bank for International Settlements was 
lost in moonshine. “ In this international milieu,” writes a 
colleague, “ he was easily the outstanding figure, whose leadership 
was accepted as a matter of course.” 

In 1938 illness for a time incapacitated him. He had a 
magnificent constitution and an indomitable will, and made a good 
reoovery. The time for undertaking onerous public services was 
past, yet he retained remarkable vigour, both mental and physical, 
and even after suffering a stroke in March 1944, he retained many 
of his interests and his sense of humour. 

Addis married in 1894. He always said he would have thirteen 
children, and he did. He attended Church every Sunday, and his 
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entrance with his wife and thirteen children would be quite an 
occasion. True to the Victorian age, he read prayers at eight 
every morning to the servants and the growing audience of 
children. They used to sing Grace before each meal, to the 
embarrassment sometimes of guests. 

On his return from China he settled in a house on the top of 
Primrose Hill, and walked across Regent’s Park to Oxford Circus 
every morning to take a bus to the City. He had enjoyed riding 
in China, and continued to ride two or three times a week before 
breakfast on Hampstead Heath. 

When he retired from the Directorship of the Bank of England 
at the age of seventy, he realised a long-cherished wish by buying 
a house in the country, Woodside in Sussex, a lovely place with 
forty acres of beautiful grounds, which gave him unending 
pleasure. 

He regretted that he had never been to the University, and he 
took care that his children should have this advantage if they 
desired (as most of them did). Yet he himself was a man of 
culture. He was fond of music and poetry, and loved reading 
aloud. 

His gifts and his wide and varied experience of the world, 
combined with a freshness of outlook endowed him with a capacity 
for good talk. And his talk was adorned with a remarkable 
facility for quoting poetry. 

Addis was the embodiment of the qualities of the great epoch 
into which he was bom. His acute mind and capacity for affairs 
secured him the confidence of all. But, above all, he combined 
with these faculties a force and directness of character which 
gained not only the confidence but the admiration and affection 
of those who came to know him. 

R f G. Hawtrey 

London . 


Nicholas Mirkovich ( 1915 - 1944 ) 

The friends of Nicholas Mirkovich in Great Britain and the 
United States have heard with the keenest regret the news of his 
death, which has reminded them again of the havoc wrought by 
totalitarian warfare in the ranks of the young men to whom we 
might hopefully have looked for the wise constructive activity 
so much needed, especially in countries such as Yugoslavia, which 
have been painfully struggling to escape from the effects of cen- 
turies of unenlightened foreign domination. Mirkovich was bom 
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in 1915 in Jagodina (Serbia), and graduated at the University of 
Belgrade in law and economies. He was a frequent contributor 
to Yugoslav periodicals, and in 1937 became assistant editor of 
the Yugoslav Economist. He also wrote a number of articles for 
scientific periodicals in several foreign languages and published 
books (in Yugoslav) on The Structure of World Trade and The 
Economics of Italian Fascism, as well as a lengthy study of 
Yugoslav population developments and the problem of agrarian 
over-population, which appeared in the W eliwirtschaftsliches 
Archiv in July 1939. 

Mirkovich went to the United States in 1939 to an appoint- 
ment in the Economics Department of the University of California, 
where he specialised in the study of agricultural migration. 
In 1942 he bgcame chief of the Yugoslav Office of Reconstruction 
and Economic Affairs in New York, and was responsible for a 
series of studies on the postwar economic problems of Yugoslavia. 
He subsequently enlisted in the United States Army, and was 
killed on May 2, 1944, “ somewhere in Yugoslavia,” while firing 
at a low-flying Nazi plane. 

A. G. B. Fishes 

Chatham House, 

London. 


CURRENT TOPICS 

The Annual Meeting of the Royal Economic Society was 
held at the London School of Economics on July 4th, 1946. 
Mr. R. G. Hawtrey, who, as announced in the last issue of the 
Economic Journal, had been elected ad interim to fill the vacancy 
in the office of President, referred to the great loss the Society 
had suffered by the death of Lord Keynes. A year ago, when 
we named Lord Keynes to be our President we had been full 
of hope for the future. For more than thirty years the Royal 
Economic Society had been accustomed to rely on his vivifying 
influence and far-sighted direction. The termination of his 
services in matters of immediate executive responsibility was to 
be compensated by the continuance of his wide guidance in. the 
capacity of President. Nowhere would Lord Keynes be so sadly 
missed as in this Society. Among his interests there was none 
with which he identified himself more wholeheartedly. It 
offered scope to some of his dearest aspirations, and he devoted 
cane and thought in unstinted measure to developing its possi- 
bilities and enlarging its opportunities. He had left us a fine 
No. 223. — VOL. LVI. N N 
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tradition not merely of accomplishment to be preserved but of 
progress to be continued. 

The Society asked that its great debt to Lord Keynes be put 
on record and its sympathies conveyed to Lady Keynes. 

The accounts of the Society for the year 1945 showed a surplus 
of income over expenditure, together with the receipts of com- 
pounders, of £3,109. The Secretary explained that this large 
excess was partly due to abnormal receipts from dividends and 
interest and partly to less than normal peace-time expenditure 
on the Journal ; with a return to four Journals a year it would 
be greatly diminished. 

He also explained the considerations which had led the Council 
to the decision that it would no longer be possible to distribute 
the London and Cambridge Economic Service without charge. 
Fellows who wished to receive the service on the conditions 
announced in the last issue of the Journal were reminded that 
it would be necessary to apply to the London and Cambridge 
Economic Service, Houghton Street, Aldwych, W.C.2. 

During 1945 the number of Fellows increased from 4,619 to 
4,777 and was now higher than at any time in the history of the 
Society ; there were 4,572 Fellows in 1939 and 694 in 19l4. There % 
had been 279 Fellows lost by death, resignations and default, and 
437 new Fellows and Library Members elected. 

Mr. Hawtrey was elected President for the ensuing year and 
delivered an Address on “The Need for Faith ” that is printed 
on an earlier page of this issue. 


Houb lon-N orman Fund . The Trustees of the Houblon- 
Norman Fund, on the recommendation of the Advisory Committee, 
have made the following awards for 1946-7 : — 


Fellowships. 


R. F. Henderson, M.A., 
Research Student, 

University of Cambridge. 

C. T. Smith, Ph.D., B.Sc., 
Assistant Master, 

Stratford Grammar School. 

W.JB. Tate, 

Headmaster, 

Sneyd School, Burslem. 


Financial limitations to invest- 
ment by private firms and joint- 
stock companies. 

The External Relations of In- 
surance Companies. 

The Enclosure Movement of the 
Eighteenth Century (at Balliol 
College, Oxford). 
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P. J. Watkin, B.A., Financial Facilities for Industry 

Department of Agricultural in South Wales (at UniYersity 

Economics, College, Swansea). 

Aberystwyth. 

Research Grants. 

N. L. Armstrong, Ph.D., B.Sc., The Relative Efficiency of English 
B.Com. Banking in different parts of the 

Bank official. country during the Nineteenth 

Century. 


P. S. Sumner, M.Sc., B.A., 
Assistant Master, 

Worcester College for the 
Blind. 


The Economics of the Stock Ex- 
change and Company Finance. 


An offer of awards for 1947-8 will be made early in 1947. 
Further information may be obtained from The Secretary, 
Houblon-Norman Fund, c/o The Bank of England, E.C.2. 


A keprint of the article by the late Lord Keynes on The 
Balance of Payments of the United States will shortly be published 
by Messrs. Macmillan & Co., Ltd., price Is . 



RECENT PERIODICALS AND NEW BOOKS 


Journal of the Royal Statistical Society . 

Vol. CVIII. Parts III-IY, 1945. The Fatality Rate of Measles : W. 
Butler, The Analysis of Market Demand : R. Stone. The Industrial 
Distribution of the Population of Great Britain in July , 1939 : H. Frankel. 
Wholesale Prices in 1944 : Editor or the Statist. 

Economica . 

May, 1946. The Relation of Economic History to Economic Theory : T. S. 
Ashton. Rural Population in England and Wales , 1911 and 1931 : A. L. 
Bowley. The Classical View of the Economic Problem : Hla Mytnt. 
The Economics of Planting Density in Rubber Growing : P. T. Bauer. 

The Political Quarterly . 

J uly-September, 1946. The Strengthening of the U.N. Charter : A. 
Cranston. The Japanese as Problem Children : C. Fisher. Conse- 
quences of Nationalizing the Bank of England : R. F. Harrod. Uni- 
versities m the Colonies : W. I. Jennings. Educational Dilemma : F. 
Evans. Tradition and Dissent : H. J. Laski. 

The Eugenics Review . 

April, 1946. The Trend of National Intelligence : G. Thomson. Some 
Problems of Reproductive Physiology : A. S. Parke s. Positive Eugenics :* 

C. P. Blacker. An Investigation into Assortative Mating : E. Slater. 
Courtship and Mating in an Urban Community : Moya Woodside. 

July, 1946. Gallon's Outlook on Religion : C. P. Blacker. Population 
Trends in Palestine : D. V. Glass. Education for Family Life : C . 
Bibby. 

Bulletin of the Oxford University Institute of Statistics . 

Vol. 8, No. 5. May, 1946. The Budget and Reconstruction : T. Steindl. 
The National Income and Expenditure of the U.K . 1938-1945 : D. G. 
Champernowne. Earnings , Hours , and Mobility of Labour : J. L. 
Nicholson. 

Vol. 8 No. 6. June, 1946. United Kingdom Export Target : F. A. 
Friday. Low Cost Family Diets : T. Shulz. Post-War Economic 
Prospects in the U.S.S.R. : M. H. Dobb. 

International Affairs . 

January, 1946. U.N.R.R.A.'s Work for Displaced Persons in Germany : 
W. Arnold-Forster. The Aims of the U.S.S.R. in Europe ; P. Winter- 
ton. The Outlook in the U.S.S.R. : A. Webth. The Reconstruction of 
Belgium : C. de Visscher. The Vatican and International Diplomacy : 

D. A. Binchy. Foreign Service Reorganization in the United Kingdom : 
F. Ashton-Gwatkin. The Pan American System and the United 
Nations : R. Humphreys. The Defence of India and Indo-British 
Obligations : &. M. Panikkar. The Kurdish Question : W. G. Elphin- 
ston. International Case Law : F. M. Mann. 

April, 1946. The Control of External Affairs : Lord Hankey. New 
Zealand in the World Economy : L. Webb. France and International 
Economic Policy : L. Baud in. The British Commonwealth and Trustee- 
ship : H. D. Hall. Guernsey under German Rule : Jurat Sir John 
Leale. The Breaking of the Axis : Elizabeth Wiskemann. The 
Danubian Satellites : A Survey of the Main Social and Political Factors 
in the Present Situation : H. Seton-Watson. Some of the Problems 
Facing Persia : A. K. S. Lambton. 
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TAe Banker. 

June, 1946. An^Zo-Ammcan Co-operation : R. F. Harrod. Britain's 
Balance of Payments : T. Barna. Overseas Banking, 

July, 1946. The Battle of Inflation . Can America HoW the Line f 
Annual Insurance Review . 

August, 1946. TAe Loan and Bretton Woods. Economics of the “ Indian 
Union " : Sir Theodore Gregory. 

Tfe Bankers' Magazine. 

May, 1946. The Budget. The Problem of International Trade . 

June, 1946. A Year After. Educational Section. 

July, 1946. Economic Consequences. Educational Section . 

August, 1946. Monetary Conditions in Britain and America : E. H. Stern. 
The Prospect for Bank Advances : H. G. Hoddeb. 

Midland Bank Review. 

May, 1946. Three Aspects of Transition. The War Story of the Bank . 
Government and Business. 

Planning. 

No. 249. Inside the Unions. 

No. 260. The Social Use of Sample Surveys. 

No. 261. Population — A Challenge and a Choice. 

No. 262. The Textile Machinery Industry . 

No. 263. Manpower Stocktaking. 

International Labour Review. 

January-Febbuaby, 1946. 21th Session of the International Labour 
Conference: Paris, October-November, 1945. Some Problems of Labour 
Law Enforcement in China : T. K. Djang, 

League of Nations Monthly Bulletin of Statistics. 

April, 1946. Bulgaria , Roumanian Poland : Economic , Financial and Vital 
Statistics (1938-1945). 

May, 1946. War Casualties : British Empire , Canada , United States. 

June, 1946. War Casualties : Australia, New Zealand. Some New 
Life Tables. 

Fabian Quarterly. 

No. 60. June, 1946. The National Health Service Bill : D. E. Bunbury. 
Building by Direct Labour : E. J. Cole and T. H. Joyce. Miners' 
Welfare : Coalface. 

The Canadian Journal of Economics and Political Science. 

May, 1946. The Canadian Constitution and the United Nations Charter : 
H. F. Angus. The Western Progressive Movement and Cabinet Domina- 
tion : W. L. Morton. Rate Control on Canadian Public Utilities : A. W. 
Currie. Appointment of Extra Senators under Section 26 of the British 
North America Act : E. Forsey. 

The South African Journal of Economics. 

March, 1946. Some Reflections on Full Employment : Sheila T. van deb 
Horst. What's the Use of Economists ?: W. F. Crick. Fluctuations in 
Income Concentration : J. de V. Graaff. Survey of the Income and 
Expenditure of Indian Employees of the Durban Corporation , Living at 
the Magazine Barracks , Durban : V. S. Naidoo. 

Sankhyd (The Indian Journal of Statistics). 

Vol. 7, Part 3. April, 1946. On the Linear Combination of Observations 
and the General Theory of Least Squares : C. R. Rao. Theories of 
Probability : J. G. Singh. A Statistical Approach to the Problem of 
Chronology of Shakespeare's Plays : M. R. Yardi. Sample Surveys, of 
Crop Yields in India : P. C. Mahalanobis. Sampling for Rice Yield 
in Bihar and Orissa : J. A. Hubback. Confounded Designs in Quasi- 
Latin Squares : C. R. Rao. Enumeration of Non-Isomorphic Solutions 
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of Balanced Incomplete Block Designs : H. K. Nandi. A Further Note 
on Non-Isomorphic Solutions of Incomplete Block Designs : H. K. 
Nandi. Impossibility of Symmetrical Incomplete Block Design with 
X = 2, k a* 7 : Q. M. Husain. 

The Quarterly Journal of Economics . 

Mat, 1946. Reparation Labour — a Preliminary Analysis : P. Fisher. 
Federal Reserve Policy in Transition : C, R. Whittlesey. “ Ability 
to Pay " : B. W. Dempsey. The Problem of Excessive Commercial Bank 
Earnings : H. L. Seligman. The Supply of Labor to the Firm : L. G. 
Reynolds. Resource Conservation ana Economic Stability : S. v. 
Wantbup. 

The Annals of the American Academy of Political and Social Science . 
May, 1946. The Netherlands during German Occupation . 

July, 1946. Making the United Nations Work . 

The Journal of Political Economy, 

April, 1946. Neumann's and Morgens tern' 8 New Approach to Static 
Economics : J. Marschak. The First Twenty Years of the Bank of 
Spain , II : E. J. Hamilton. Professor Knight and the Theory qjf 
Demand : R. L. Bishop. Comment on Mr, Bishop's Article : F. H. 
Knight. 

June, 1946. Experience under Intergovernmental Commodity Agreements , 
1902-45 : J. S. Davis. Some Economic Aspects of the Margarine 
Industry : W. H. Nicholls. Interest and Employment : M. W. Reder. 
Some Implications of Full-Employment Policy : A. L. Meyers. The 
Flexibility of Income-Tax Yield under Averaging : R. E. Slitor. 

The Review of Economic Statistics, 

May, 1946. Life , Liberty and the Pursuit of Happiness (1950 Model) : 
Sm William Beveridge. A Symposium on Fiscal and Monetary 
Policy : Messrs. Mints, Hansen, Ellis, Lerner, Kalecki. Debt 
Policy and Banking Policy : H. C. Simons. The Monetary Theory of 
Deficit Spending, A Comment on Dr. Clark Warburton's Article : H. W. 
Arn$>t. A Reply : C. Warburton. Innovations and the Irregularity 
of Economic Cycles : R. Goodwin. Gold Sales as an Anti-Inflationary 
Device : R. F. Mike sell. 

Journal of the American Statistical Association. 

March, 1046. The Advancing Statistical Front : W. A. Shewhart. 
On thi Design of a Sample for Dealers' Inventories : W. E. Deming and 
W. Simmons. War-Time Aluminum Statistics : M. D. Goldstein. 
Historical Note on the Purchasing Power Concept , and Index Numbers : 
W. F. Ferger. A Method of Making A ctuarial Estimates for a Compulsory 
Health Insurance System : P. A. Dodd. Approximation of Chi-Square 
by “ Probits " and by “ Logits " . J. Berkson. Sedley Anthony Cudmore, 
1878-1945 : H. Marshall. Statistical Methodology Index , No, 3 : 
O, K. Buros. Proceedings of the 105th Annual Meeting, 

The American Economic Review, 

March, 1946. Law and Economics : I. L. Sharfman. National Budgets 
and National Policy : J. Mosak. Psychological Analysis of Business 
Decisions and Expectations : G. Katona. Shortcomings of Marginal 
Analysis for Wage-Employment Problems : R. A. Lester. Note on 
Hick' 8 Theory of Invention : G. F. Bloom. Family Size and Residential 
Construction : E. Scjhifp. The Soviet Union's War Budgets : T. A. 
Sumberg. 

May, 1946. Papers and Proceedings of the Fifty -eighth Annual Meeting 
.o/ the American Economic Association. The American Economy in the 
Interwar Period : J. A. Schumpeter and A. Smithies. The Changing 
Structured the American Economy : W. B. Stewart, R. B. Heflbbower 
and L. H. Seltzer. New Frontiers in Economic Thought : F. H. 
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Knight, C. E. Ayres and R. H. Blodgett. Monopoly and Competition : 
G. P. Comer, C. D. Edwards and M. Ezekiel. Domestic and Inter - 
national Monetary Policies : J. W. Bell. Postwar Tax Policy : H. M. 
Groves, A. G. Btjehler and B. Ruml. The Problem of “ Full Employ- 
ment " : A. G. Hart, A. R. Swebzy and S. H. Slighter. Postwar 
Labor Relations : W. M. Leiserson, J. Mire and P. Taft. Recent 
Developments in Public Utility Regulation : B. W. Lewis, N. L. Smith 
and J. C. Bonbright. Postwar Railroad Problems : R. L. Dewey, 
D. P. Looklin and E. A. Smith. Postwar Shipping Policy : H. S. 
Perry, H. L. Deimel and D. Mark. Economic Problems of Foreign 
Areas : C. F. Remer, F. M. Tamagna, Mary E. Murphy and C. B. 
Hoover. International Investment : R. Hinshaw, H. B. Lary and 
A. I. Bloomfield. International Cartels : B. F. Haley, W. H. Hamil- 
ton and R. P. Terrill. The Proposed Publication of a Periodic Review 
of Economics ; J. J. Sfengler and Eveline M. Burns. Economic 
Research : E. G. Nourse, S. Nelson and JI. B. Rowe. Economic 
Opinion and Public Policy : J. W. Bell and E. J. Working. Under- 
graduate Teaching of Economics : Mabel Newcomer. 

Econometrica. 

April, 1946. Macro-economics and the Theory of Rational Behavior : 
L. R. Klein. Theory of the Firm and of Investment : L. Hurwioz. 
Capital Expansion , Rate of Growth , and Employment : E. D. Domar. 
Multiplier Effects of a Balanced Budget : Some Monetary Implications 
of Mr. Haavelmo's Paper : G. Haberler. The Implication of a Lag for 
Mr. Haavelmo's Analysis : R. M. Goodwin. Further Analysis : E. E. 
Hagen. Reply : T. Haavelmo. 

The Journal of Economic History . 

Supplement. December, 1945. The Tasks of Economic History. Papers 
prepared for meetings of the Economic History Association. In Search 
of a Business Class in Thirteenth-Century Genoa : R. L. Reynolds. 
The American Business Elite : A Collective Portrait : C. W. Mills. 
Business History and Economic History : A. H. Cole. The Economics 
in a Business History • T. C. Cochran. Invention as a Factor in 
Economic History : S. C. Gflfillan. Labour Policy and Economic 
History : L. Wolman. 

Journal of Farm Economics. 

May, 1946, International Price Control through Buffer Stocks : O. Zaglits. 
Production and Welfare Objectives for American Agriculture : T. W. 
Schultz. The Economy of Small Farms in Wisconsin : W. W. Wilcox. 
Long-Time Adjustments in Forage Land Utilization in the Northeast 
Region : V. L. Hurlburt. Input-Output Relationships in Fattening 
Cattle : A. G. Nelson. The National Food Allotment Program : 
R. Schickels. Economic Functions and Units in Farm Organization : 
R. J. Smith. Benefits from Irrigation under Sub-Humid Conditions : A. 
Joss. 

Review of Social Economy . 

Vol. IV, No. 1. 1946. Papers and Proceedings of the Fourth Annual 

Meeting of the Catholic Economic Association. Ability to Pay : B. W. 
Dempsey. The Catholic Philosopher and the Catholic Economist : C. F. 
Dirksen. An Economist's Comment on Philosophico -Economic Relation- 
ships : J. H. Sheehan. A Philosopher's Comment on Catholic Philosophy 
and Catholic Economics : B. L. MoAvoy. The Principle of Solidarity in the 
Teachings of Rev . Henry Pesch , S.L. : F. H. Mueller. The Economic 
Upheaval in the Pacific Basin : B. F. Landuyt. Governmental Measures 
of Foreign Countries to Encourage Large Families : W. Tobbe 

La Revue Ificonomique et Sociale 

May, 1946. Planisme , individualisme et entreprise publique : M. Bazirk. 
L' Agriculture et la Planification : F. Houillier. Rendements industrials 
comparts en France et a Vitranger : A. ArmengaVd. Comment normaliser 
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et rSnover la distribution du credit : P.-L. BAzard. IS Abolition en 
Grande- Bretagne delaloide 1927 sur lea confute ouvriers : M. la Gioti4sbb. 

Juke, 1946. La Fusion du capital et du travail dans la gestion dee entre - 
prises .* R. Ducot6. La Biforme administrative : C. Mellao. Lee 
Biformes agraires vn Europe centrale et orientals : B. Gnus. Un Plan 
de diveloppement iconomique du Maroc par V extension de la coopiration : 
R. Moulin. 

De Economist . 

January, 1946. De took der theoretische economic : F. De Vbies. An 
inaugural address at the University of Amsterdam, chiefly concerned with 
the nature of “ theoretical economy ” and its relation to reality. One 
lice of criticism to-day is that “ Economy ” is a purely theoretical 
analysis, which cannot be refuted by an appeal to facts. The writer 
cites Marshall’s dictum that theory is not 44 a body of concrete truth, 
but an engine for the discovery of concrete truth,” and the correspond- 
ing observation of Keynes that it is “an apparatus of the mind, a technique 
of thinking ” ; but the consequences of this point of view have not been 
drawn. It is argued that while the ultimate end of Economics is to explain 
what happens, there comes a point where experience cannot help us, 
and Logic must accomplish the task. Facts themselves are silent. 
They give an answer only if we know the question to ask. Hence the 
need of a language, of economic concepts and categories. The function 
of “ Economy ” is to form economic concepts and define them, and the 
test of “ Economy ” is in its usefulness as an instrument for the treat- 
ment of economic questions. In its task the difficulties of theoretical 
economy are accentuated by the fact that there has always been previous 
discussion of economic questions, and that therefore it must use old terms 
with earlier associations. Also there is no purely economic group of 
phenomena; its material is mixed with the subject-matter of other 
sciences, with technical, juridical, psychological, ethical and political* 
problems. (“ Capital ” and “ costs ” are taken as examples). 
Theoretical Economy thus plays the part of a servant (cen dienende Bol ) ; 
it is a part of economics, but it exists to serve those who are dealing with 
the treatment of concrete problems. But though “ subservient,” it is 
indispensable. How far does theoretical economy, as presented to-day, 
agree with this view ? Theoretical Economy has tended to overstep 
these limits. From being a theoretical analysis it has sought to teach 
what in reality is, and what must happen. With a backward glance to 
Smith and Mill, the writer also points out that economists have also 
tended to occupy themselves with what is 4 4 natural,” 44 normal,” 
44 ideal.” Theory in the hands of many practitioners has thus been more 
than an analytic tool. The immediate task is a strict limitation of 
theoretical economy to its own terrain, to purify the 44 concept-apparatus ” 
from the technical, political and other points of view. In this process 
many traditional doctrines must be got rid of. The vagueness of the 
44 economic principle ” is commented on. The conclusion is that 
theoretical economy is merely the analytic tool with which, without 
prejudice, we seek to solve economic problems of whatever kind they 
may be. Uit de geschiedenis van Rijks vlottende schuld : A. M. De Jong. 
The first part of a history of the Netherlands Floating Debt during the 
period from 1841 to 1940, later to be published in book form. 

Februaby-Mabch, 1946. Plaats en took der verkeerseconomie : P. Kuin. 
The economics of transport is a branch of economic science as a whole. 
Economics is defined as the 44 science concerned with striving for welfare 
as expressed in the life of society.” The idea of welfare has recently 
been deepened and widened in various directions. The pursuit of opti- 
mum satisfaction involves (a) making the available means as efficient 
as possible; and (6) increasing the available means. How far the 
question of increasing the available means is a technical, how far it is an 
economic problem, is considered. For 44 transport-economics,” the 
striving for welfare is also the starting-point and the driving force. 
It is suggested that there is room for a special branoh of economics 
concerned with economics for three reasons : (i) it is a substantial 
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section of economic life, obviously capable of delimitation, with special 
technical means, related to the geographical milieu, and with outstanding 
influence on the development of production ; (ii) it has special problems, 
a somewhat stormy development with a history of crises ; its structure 
is such that a conscious transport policy, guided by authority, can alone 
give a solution ; (iii) war conditions in most countries have led to economy 
m material and fuel, and imposed a rational use of the possibilities that 
remain ; the problems arising call for systematic study. In the light of 
these, the task of the “ transport-economist ” is considered. De vesti- 
gingaplaats en de intensiteitsverschillen van den tuinbouw : W. J. S angers. 
A discussion of the location and variation of intensity of horticulture. 
Two questions arise here : (i) where the land should be used for horti- 
culture; and (ii) how much of the factors of production, labour and 
capita], should be applied for the proposed production per unit of land. 
There are other questions, as e.g. f the location of particular branches 
of horticulture; what changes occur both in place and time. The 
discussion, which contains a wealth of illustrations regarding the dis- 
tribution of horticulture in Holland, is based on J. B. Clark’s five 
structural factors : needs, population, factors of production, technique 
and organisation. The theories of von Thiinen are criticised, especially 
with reference to the influence of waterways in Holland. Improved 
transport is a more effective influence than formerly; also the im- 
possibility of extensive cultivation near towns is more marked than 
it was. The influence of labour reserves for certain types of agriculture 
is emphasised. In the second part consideration is given to the factors 
that determine the intensity of cultivation. Boscheigenaar en inborn- 
8tenbela8ting : L. J. Schiethart. A discussion of the application of the 
Dutch Income Tax to mcome arising from the ownership of forests and 
from forestry as an Industry, with suggestions for amendments. 

April, 1946. De inhoud der verkeerseconomie : P. Ktjin. A lengthy 
review of the problems and content of the economics of transport. All 
economy is concerned with welfare, and the article classifies the discussion 
under (a) the welfare of the consumer ; (b) of the transporters ; ( c ) of the 
particular branch of transport ; (d) of the transport system as a whole ; 
and (e) of authority, as representing the public interest. Transport is 
intimately connected with Division of Labour, of which there are various 
aspects (specialisation, integration, etc.). But also “ transport possi- 
bilities ” influence division of labour (the extent of the market). Trans- 
port is related to the organisation of industry. A lengthy section 
deals with costs and rates. It is widely held (a) that the cost of each 
individual act of transport is extremely difficult to calculate; and ( b ) 
that once the system is functioning, each additional unit of transport 
costs little ; so that nearly all costs are general costs, and most costs are 
“ indirect.” The author does not accept the theory of rates which is 
based on the idea of “ joint costs.” It confuses questions of cost and 
questions of price formation ; also it fails to distinguish between different 
kinds of “joint costs.” “ Charging what the traffic will bear ” is a 
question of price policy ; it rests, not on the impossibility of determining 
cost, but on the possibility of differentiation. A distinction should be 
drawn between “ real ” and “ unreal ” joint costs, between common 
and combined costs. In the former case two products are inevitably 
produced together (gas and coke) ; in the latter there is a union of two 
products which might be kept separate, but they are combined for eco- 
nomic reasons. The doctrine that costs are constant is also criticised. 
All costs are variable ; it is largely a question of tempo, and of stages. 
Costs which are relatively stable for a period may rise suddenly with a 
leap (doubling a line) . In later sections attention is given to the questions 
of co-ordination of goods traffic and of passenger traffic. An account is 
given of the situation in the ’thirties, and of the forces impelling to 
co-ordination. Co-ordination is an attempt to restrict and normalise 
competition, suggestive of Kartel-formation. On the subject of co- 
ordination of rail and road passenger transport an account is given of 
Dutch legislation on the subject. The relation of the State to transport 
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is discussed ; the happiest solution would be for the State to be owner ; 
but for the administration to have a large measure of freedom. De 
vakopleiding in de metaalnij verheid : R. Van Maanen. A review of the 
present position in Holland with regard to education, training and ap- 
prenticeship in the Metal Industries. 

May, 1946. Over de grondslagen der economische tvetenschap : A. Da 
Graaff. A plea for the humanisation of economics. There are complaints 
that economics has lost touch with reality. If so, then, in the words of 
Morgenstem, economics becomes an intellectual plaything like chess. 
Valk is cited as an example of the view that theory fails because its 
premises are not in agreement with reality. These complaints are based, 
it is argued, on lack of theoretical insight and on insufficient knowledge. 
Two points in particular are ordinarily advanced in criticism : (a) the 
method of pnee -formation and ( b ) the assumption of the “ economic 
man.” On the first, the criticism is that prices are determined in fact 
not in accordance with economic theory, but by cartellisation and other 
authoritarian methods. The law of price-formation, however, merely 
establishes a tendency; but the tendencies established by the law of 
price-formation may manifest themselves less obviously or in another 
form, directly or indirectly. On another approach, experience shows 
that a Kartel can seldom fix and maintain prices which are withdrawn 
from the influence of the laws of price-formation. Neither of these 
criticisms of economics is valid. If economics has failed, and does not 
give our generation what it wants, the explanation lies elsewhere. A 
system of thought may become outmoded, not because of ascertained 
errors, but because of the varying importance men come to attach to 
the different facets of a subject. In this case the change springs not 
from external circumstances, but from within man, in his spiritual life 
and make-up. It is argued that there is a deep gulf between the spiritual 
and mental make-up of the 19th and 20th centuries. Current economic 
theory is subjective. The writer surveys recent tendencies in economics 
and finds that it has been becoming more and more detached from Man, 
and that there has been a strengthening of its mechanistic and mathe- 
matical character. Current theory arose in the 19th century, and 
reflects the mental build-up of that time. Changes in spiritual life since 
then have not been reflected in economics. Indeed in the way it has 
sought to meet its difficulties, the path taken by economics has been 
diametrically opposed to the development of the “ spiritual make-up *’ 
(geestesstructuur). In opposition to concentration on “ Man ” elsewhere 
economics has sought a solution in a refinement of its mechanistic 
apparatus. This is the real source of complaints about the inadequacy 
of current theory : the opposition between the basic lines of spiritual 
thought in general and of oconomic thought. The way economics 
ought to go is sufficiently indicated : it is the path philosophy has taken. 
It should place man and his life in the centre of things. It should 
consider how man comes to act as he does, and what consequences his 
action has. Differentiatie en integratie van het vervoer : H. A. A. de 
Melverda. War has shown the importance of transport in our economic 
life; but while other aspects of transport have been considered, in- 
sufficient attention has been devoted to the economics of transport. 
Further, transport -economics has been concerned chiefly with railways, 
but other branches are no less interesting. In all industries and enter- 
prises, there are forces tending to link together, and forces tending to 
split up. Those that link together may result in parallelisation or 
integration (horizontal and vertical), according as they link together 
what is similar or dissimilar. So the forces tending to split up may split 
up into similar or dissimilar undertakings, giving rise td specialisation 
and differentiation. There are different types of differentiation and 
integration. The characteristic of differentiation is the creation of new 
markets ; of integration, the disappearance of markets. In this frame- 
work, the article proceeds to a lengthy discussion of various forms of 
enterprise in transport, with special reference to the characteristics, origin 
and distinctive features of professional-carriers (common carriers) 
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and carriers of own-goods, and numerous intermediate transitional 
forms. 

June, 1946. John Maynard Keynes : J. B. Kreukniet. An apprecia- 
tion, and an estimate of the significance of Keynes in economic theory. 
But his influence has been still greater in the field of economic policy. 
De Nederlandsche HypotheeJcbanken in crisisen oorlogstijd : Th. Ligthabt. 
An account of the history and the problems of mortgage banks in 
Holland since about 1933, during the years of crisis and the war. 

Schweizerische Zeitschrift fur V olkswirtschaft und Statistik . 

April, 1946. Quelques aspects du problbme des reparations allemandes : 

H. Laufenburger. Les trente Demoiselles de Oenkve et les billets 
solidaires : M. Cramer. Der Begriff der Wahrscheinlichkeit in Maths- 
matik und Statistik : H. Wiesler. 

June, 1946. Georges Sorel : W. A. Johr. Bauernwirtschaft und Kol - 
lektiv : C. von Dietze. 

Moneda y Crddito (Madrid), 

No. 16. March, 1946. Las reparaciones de ayer y las de hoy : J. Rueff. 
Las crisis de la industria elictrica : E. Becerril. The Bank of England 
cumple 252 anos : R. Carande. La crisis de la sociedad en el presente, 
del profesor Rdpke : R. Siebert. La imposition de la rente en EsparLa : 
J. Sarda. 

El Trimestre Econ&mico. 

April-June, 1946. El progreso econ&mico de Mexico * problemas y solu- 
cione8 : V. L. Urquidi. La concepci&n tecnica del ingreso gravable y 
nuestra ley del impuesto sobre la renta : A. Servin. La nueva ley mone- 
taria y las reformas bancariaa de Guatemala : J. G. Robles. Las 
Jinanzas publicas y el ingreso nacional : R. O. Mena. La deuda publica 
y el ingreso nacional de Estados Unidos ; II : H. C. Wallich. Apuntes 
hist&ricos sobre la moneda del Paraquay ; S. Zavala. 

Ekonomisk Tidskrift . 

March, 1946. Wages and Full Employment : J. A kerman. Professor 
Akerman criticises existing trade cycle theories as being more properly 
applicable to the long period than to analysing short period cumulative 
processes, because they give insufficient weight to the upward pressure of 
wages. He is particularly interested in Prof. Jargon Petersen’s thoory 
(which does however give weight both to this factor, and to the degree 
of monopoly — the theory may be expressed : Level of employment = 

k . . L, where k equals the degree of monopoly, T the level of technique, 

P the price level and L the level of wages). Professor Akerman develops 
a theory of what he calls the “ wage strain factor ” which he believes 
could be measured statistically. He holds that in order to control the 
level of activity it is as necessary to control the level of wages as the 
level of investment. A Discussion of British Reconstruction Policy: 

I. Svennilson. An interesting account of the prospects of British 
industry as seen by an exceptionally well informed foreigner, in the early 
spring of 1946. Prof. Svennilson emphasises the lack of flexibility in the 
British economy, the shortage of essential materials, and structural 
difficulties. He holds that the “ model makers ” seriously over-esti- 
mated the rise in productivity during the war (due to an insufficient 
realisation of structural difficulties). On the other hand, he believes that 
too little weight is given in British discussions, to Empire goodwill. 
Company Profits and Bank Liquidity : B. Kragh. A criticism of Dr. A. 
Ostlind’s work on " The Swedish Economy, 1914-1922.” In the first 
place Dr. Kragh considers that Dr. Ostlina overstates the importance 
of profits as an element in price formation; secondly, he criticises the 
author’s use of figures of small savings on the one hand, and of house 
construction on the other, as being subject to more influences than are 
allowed for. Similarly Dr. Kragh, while admitting the interest of Dr. 
Ostlind’s analysis of regional differences in the demand for bank loans. 
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thinks that he has unduly simplified the factors concerned, which are 
greatly complicated by regional institutional differences* 

Index • 

No. 16S. Junk, 1946. Economic Survey . March 15-June 15, 1946 . 

June, 1946. Supplement. Sweden's Monetary and Fiscal Policy before and 
after the Second World War : B. Kbagh. 

Okonomi og Politik, 

J Antj ar y-March , 1946. “De forenede Nationer" i Funktion. Sovjetruslands 
Landbrug . Folk og Diktatorer i Sydamerika , Priser og Lonninger 
under den 2 den Verdenskrig . Iran og Stormagteme . Den okonomiske 
Udvilding i Danmark . Den internationals ekonomiske Situation . In • 
stitutetfor Historic og Samfundsslconomi i 1945 . Politick Kronik, 

L'lUgypte Contemporaine . 

Novembeb-Decembeb, 1945. The Future of World Trade : P. Kanto 
Ovitz. Le Commerce exUrieur de VJSgypte pendant les deux guerres 
mondiales : J. Schatz. L'Intirit pour une fraction de Vuniti de temps 
(en arabe) : R. A. Khalid. 


NEW BOOKS. 

British. 

Allen (G. C.) and others. The Import Trade of the Port of Liver- 
pool Future Prospects. Liverpool : University Press, 1946. 8". 

Pp. 109. 6s. 

[This small monograph by Prof. Allen and his colleagues in the Social Scienoe * 
Department of the University of Liverpool brings together an immense amount 
of material that will be especially valuable to those engaged in business in the 
Liverpool area. It seeks to answer the question “ What is the probable level of 
imports into the Port of Liverpool during the post-war period ? ” Mr. D. J. 
Morgan begins with a study of the U.K.’s future import trade ; Mr. Corlett follows 
With a discussion of the share of the Port of Liverpool in total imports; Mr. 
Corlett and Mr. Hyde analyse the trade m particular commodities; Prof. Allen 
himself deals with location of industry policy and the Port of Liverpool. Mr. 
Morgan’s chapter is obviously of more than local interest and brings together a 
good deal of useful information about the future balance of payments, and 
about the marginal propensity to import. It is perhaps legitimate to ask whether 
it is safe to assume that the pre-war propensities will be substantially unchanged 
in view of the war-time developments in agriculture, the shift towards engineering 
and away from other industries (the import content of output per head is very 
different in different types of industries, and particularly high in textiles, where 
employment has fallen greatly), and the probablo changes in the distribution of 
the national mcome under full-employment conditions.] 

Batson (E.). The Poverty Line in Salisbury. University of Cape 
Town : School of Social Science and Social Administration, 1946. 
8". Pp. 26. Is . 6 d. 

[A study of the standards m Salisbury, Southern Rhodesia, conducted by the 
Social Survey of Capetown in collaboration with the Salisbury Social Welfare 
Council. A Poverty Datum Line was first established on a basis applicable to all 
ethnic groups; it is interesting to note that Prof. Batson prefers to apply this 
single poverty line to all races, though he provides means to discount the poverty 
line where families arc not living according to certain Western conventions. The 
poverty line established for Salisbury lies very close to that estimated for Cape 
Town; for a married couple with three children, for example, it is £140 for 
Salisbury as against £138 12*. for Cape Town.] 

Bhabgava (R. N.). Price Control and Rationing. Allahabad : 
Kitabietan, 1945. 8J". Pp. 124. Rb. 4-8. 

[This study of price control and rationing was written before the end of the 
war, and it inevitably has dated somewhat. But it still has an importance as a 



1946] 


RECENT PERIODICALS AND NEW BOOKS 


623 


statement both of the needs to rationin I n dia and of the difficulties and obstacles 
to doing so.] 

Cabs (E. H.). The Twenty Years’ Crisis, 1019-1939. London : 
Macmillan and Co., 1946. 8£". Pp. xii + 244. 10s. 6d. 

[A second edition, virtually unchanged ; the first edition was reviewed by 
Mr. A. L. Bowse in the Economic Jouknal of April 1942.] 

Choksby (R. D.). Economic History of the Bombay Deccan and 
Karnatak (1818-1868). Poona: R. D. Choksey, 1946. 8J". Pp. 
369. 16s. 

[This economic history of the Deccan and Karnatak is based in large measure 
on the study of the official papers of the contemporary administrations, extracts 
from which are separately published in the volume noted below. Dr. Choksey 
has used this material to produce a study of the economic and administrative 
history of the period that is most interesting and readable. His chapter on the 
village communities and the condition of the people give an extraordinarily good 
and balanced account of the difficulties of the British administration and of its 
successes as well as its failure. Elphinstone in particular stands out as a man 
of great power and of great willingness to see merits in systems of Indian village 
rule which, for temporary and personal reasons, were criticised by his subordinates.] 

Choksey (R. D.). Period of Transition (1818-1826). Poona ; 
R. D. Choksey, 1946. 8J". Pp. 243. 12s. 

[This is an entrancing glimpse into a branch of Indian economic history which 
has hitherto been a closed book. It is built up of extracts from the Deccan 
Commissioner’s Files — those of the Peshwar Daftar — for 1818-26. We 
see all the difficulties of the early administration in the difficult days after the 
collapse of Mahratta rule through the eyes of the officials grappling with the 
problems, and writing for their seniors or colleagues and with no eye to ultimate 
publication. The fields covered include land administration, taxation, currency, 
communications, and various special problems such as were presented by cotton, 
silk, opium, liquor and the like. What admirable minutes and reports those civil 
servants managed to write !] 

Cole (Margaret). The Rate for the Job. London : Fabian 
Society and Victor Gollancz, 1946. 8". Pp. 26. la. 

[Mrs. Cole’s pamphlet, as might be expected from the fact that it is based on 
the evidence of the Fabian Women’s Group before the Royal Commission on 
Equal Pay, is mainly concerned in presenting the political case for equality.] 

Dass (B.). The Social and Economic Ideas of Benoy Sarkar. 
Calcutta : Chuckervertty Chatterjee and Co., 1940. 9£". Pp. 
xix + 664 + viii. Rs. 12. 

[This is a second edition of a volume of essays, first published in 1939, by 
various Indian authorities on the work of Benoy Sarkar, who was a leader of 
Indian thought in sociology and economics from almost the beginning of the 
century down to the outbreak of the war.] 

Davies (Lord). The Seven Pillars of Peace. London : Long- 
mans, Green, 1946. 7". Pp. vii + 149. 6s. 

[This book, by a well-known “ crusader in the field of international relation- 
ships,” was published only in 1946, but was written during the war before the 
author’s death in 1944. The seven pillars which will help us to build the Temple 
of Peace in the place of the Temple of Mars which has held the veneration of 
mankind through the centuries, are “ morality, justice, freedom, collective 
force, democracy, federalism and education.”] 

Dennis (F. H.). Electrioity, Public or Private Monopoly ? 
London : Victor Gollancz, 1946. 7". Pp. 143. 7s. 6d. 

[This is a useful study of the relative merits of different forms of ownership 
and organisation in the electricity generating and supply industries by one who 
has considerable experience and knowledge of the industry as an electrical 
engineer.] 



524 


THE BOON OHIO JOURNAL 


[SEPT. 


Derksen (J. B. D.). A System of National Book-Keeping. 
Hhistrated by the experience of the Netherlands eoonomy. Cam- 
bridge University Press, 1946. 9£". Pp- 31. 5*. 

[To be reviewed.] 

Dymes (D. M. E.) (Ed.). Synthesis in Education. Malvern : Le 
Play House Press, 1946. 8". Pp. 80. 5s. 

[This is a collection of the addresses given at the Summer Conference organised 
by the Institute of Sociology in Cambridge in 1944. Addresses were given on 
synthesis in education in Oxford by Prof. Paton, in Cambridge by Prof. F. C. 
Bartlett, in the Scottish Universities by Prof. Thomson, in the English Uni- 
versities by Prof. Victor Murray, in Wales by Mr. A. Pinsent, in the American 
Universities by Prof. Mumford, in Technical and Science Colleges by Mr. J. W. 
Bispham and in Schools of Education by Mr. J. A. Lauwerys.] 

Firth (R.). Malay Fisherman; Their Peasant Economy. 
London : Kegan Paul, Trench, Trubner and Co., 1946. 9". Pp. 
354. 25s. 

[To be reviewed.] 

Fogarty (M.). The Reform of Local Government Finance in 
England and Wales. London : Fabian Publications and Victor 
Gollancz, 1946. 8". Pp. 40. 2 s. 

[Mr. Fogarty makes the now familiar case against local rates as a main basis 
for local government finance : that they fall too heavily on small mcomes, 
that they hit the large family, that as a tax on housing they are inconsistent with 
a policy of improving housing, that they hit particular trades (despite de-rating) 
and in particular tourism, that they are inequitable as between different local 
authorities with different needs, and fail to provide a fair basis on which to 
distribute grants. He examines the alternatives : a flexible local income tax is 
impracticable and a further tax on enterprise is undesirable ; a tax on site values " 
would be inequitable ; any considerable further transfer of services to central 
government is to be opposed. Mr. Fogarty advocates re-rating of industrial 
and other premises, while retaining the block grant, and the transfer to local 
authorities of various taxes of a local nature, such as those on entertainments 
and liquor licences. He would like to see increased use of municipal enterprise 
to relieve rates, for example municipal cinemas, public-houses and other entertain- 
ments. Rather curiously he has nothing to say about the possible effects on 
local finance of the present nationalisation proposals. He emphasises the im- 
portance of solving the valuation problem, and recommends a standing advisory 
committee on taxation.] 

Fox (W. Sherwood) (Ed.). Letters of William Davies. Toronto, 
1854-1861. University of Toronto Press, 1945. 9". Pp. xiii + 144. 
$ 2 - 00 . 

[To be reviewed.] 

Gilpin (A. C.). India’s Sterling Balances. London : Fabian 
Publications and Victor Gollancz, 1946. 8". Pp. 19. 6d. 

[This very provocative and contentious pamphlet takes the line that, cost 
what it may to Britain, the sterling balances which India has acquired during 
the war must be repaid in full. It rehearses, quite rightly, the history of the 
financial agreement with India for the division of war expenditure. But it makes 
no reference to the background in which that agreement was reached in the early 
months of the war, nor to the changes, never adequately reflected in any revision 
of the agreement, when the Japanese invasion reached the frontiers of India, 
and operations in Burma became a very large and expensive part of the war. 
Mr. Gilpin makes clear that he appreciates the important distinction between 
the immediate real costs of the war, and the ultimate financial division. In- 
evitably a large part of the real costs of the Eastern campaigns were borne by 
India, in the sense that shortages involved an immediate, and in many cases very 
severe, reduction in the standard of life. It is quite legitimate to recognise 
this, to deplore the grave effects of the war on India, but yet to be very far from 
convinced that it is right that the sufferings in India during the war should be 
recompensed, were that possible, by an indemnity from ourselves to India.] 
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Hawtrey (R. G.). Economic Rebirth. The dangers and diffi- 
culties of the post-war economic situation explained in straightforward 
language. London : Longmans, Green, 1946. 7|". Pp. 161. 6s. 

[To be reviewed.] 

Karve (D. G.). The Indian Economic Conference. 28th Annual 
Session, Lahore. Towards Progress in Economics. Poona : Aryab- 
hushan Press, 1946. 9£". Pp. 34. 

[This study of the progress of economics was Professor Karve’s Presidential 
Address to the Indian Economic Conference. He deals mainly with the problems 
of the proper scope of economics, and pleads for its wider extension rather than the 
narrowing by exclusion of anything related to value judgments which has recently 
been noticeable. He argues that economics must deal with policy as well as 
with causation and measurement, and that the great economists have been 
concerned with the real active problems of their times. He sees a growth of 
Indian economics as Indian policy becomes increasingly a matter of Indian 
control.] 

Kend/lll (M. G.). Contributions to the Study of Oscillatory 
Time-Series. London : Cambridge University Press, 1946. 9J". 
Pp. 76. 7 s.6d. 

[To be reviewed.] 

Ltjetkens (Charlotte). Women and a New Society. London : 
Nicholson and Watson, 1946. 8£". Pp. 128. 6s. 

[An interesting discussion of the always changing pattern of women’s lives 
since the industrial revolution ; and of the problems that face them and of the 
adjustments they must make if they are to attain fulfilment in the present-day 
world. As with all the volumes in this series, The New Democracy, the book 
is freely illustrated with photographs and pictorial charts in colour designed by 
the Isotype Institute.] 

Lynd (Helen M.). England in the Eighteen-Eighties. Toward 
a Social Basis for Freedom. London : Oxford University Press, 1946. 
8£". Pp. viii + 508. 21*. 

[To be reviewed.] 

Mantoux (E.). The Carthaginian Peace — Or The Economic 
Consequences of Mr. Keynes. London : Oxford University Press, 
1946. 9". Pp. xvii + 210. 12*. 6d. 

[To be reviewed.] 

Maxton (J. P.). The Control of Husbandry. A discussion of the 
future of the War Agricultural Executive Committees. London : 
Oxford University Press, 1946. 9". Pp. 47. 3*. 6d. 

[To be re v iewed.] 

McGregor (A. G.). Collective Bargaining and Decadence. The 
Solution of Britain’s Gravest Problem. London : Isaac Pitman, 1946. 
7". Pp. 79. 6*. 

[Mr. Grant McGregor argues that “ great advance has been made in ability 
to produoe without corresponding advance in ability to properly distribute 
and enjoy the plenty that can be produced. Until consuming power is kept in 
step with ever-rising producing power the hold-up in the advance of civilisation 
must continue. Our potential producing power in the main has been achieved 
by free enterprise . . . [but because free enterprise was not matched by adequate 
consuming power] socialism blossomed forth with its plans to socialise industry 
and stifle the profit motive. ... To lose advantages which free enterprise has 
demonstrated m the past would be to leave open the road to decadence.” To 
combine the virtues of free enterprise and adequate consuming power the author 
recommends a Clearing House Exchange plan, giving each country an exchange 
rate in terms of “ Internationals ” which would keep its imports and exports in 
balance.] 
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Money and Banking. London : Joint Council of Monetary and 
Economic Research, 1945. 8}". Pp. 33. Is. fid. 

[This pamphlet, produced by Engineers* Study Group on Economics, provides 
a clear account of the machinery of deposit banking. But, since it eschews any 
examination of the rial sources of saving, the realities behind the machinery 
scarcely appear. For this reason the short notes on the financing of the two wars 
and the crisis of 1931 do not go below the surface.] 

Pigotj (A. C.). Income. An Introduction to Economics. 
London : Macmillan, 1940. 7£". Pp. vii + 117. 5s. 

[Reviewed in this issue.] 

Racial Relations. Studies in Conflict and Co-operation. No. 1. 
1945. No. 2, 1946. Malvern : Le Play House Press. 8". Pp. 8. 6d, 

[These two pamphlets are published by the Racial Relations Group, which is 
an independent group associated with the Institute of Sociology. No. 1 is The 
Jewish Problem by W. W. Simpson; and No. 2 is The Relatione of White People 
and Coloured People in Great Britain by K. L. Little.] 

Ramaswamy (T. N.). Economic Stabilisation of Indian Agri- 
culture. Benares : Nand Kishore, 1946. 8£". Pp. xxx + 170. 
12a. 6d. 

[This book is best described as the political economy of Indian agriculture. 
Whereas Mr. Tarlok Singh’s book, noted below, is mainly concerned with the 
technical and managerial problems of improving Indian agricultural standards, 
this book deals mainly with the question whether Indian agriculture can flourish 
within a competitive laissez-faire framework. The author’s answer is a very 
dogmatic “ No.”] 

Roche (J. de la) and Gottmann (J.). La Federation Fransaise. 
Contacts et civilisations d’outre-mer. Montreal : Editions de l’Arbre, 
1945. 8". Pp.642. $4.00. 

[To be reviewed.] 

Ronimois (H. E.). Russia’s Foreign Trade and the Baltic Sea. 
London : Boreas Publishing Co., 1946. 7". Pp. 51. 2s. 9 d. 

[This pamphlet is a “ short and preliminary summary of a more extensive 
study dealing with the Economic Relations of Eastern Europe and the so-called 
Middle Zone.” It traces the reasons for the gradual shifting of Russian Trade 
from jthe Baltic to the Black Sea and the Dardanelles.] 

Rowse (A. L.). The Use of History. London : English Uni- 
versities Press Ltd., 1946. 7". Pp. xi + 246. 4a. 6 d. 

[Mr. Rowse’s lively and stimulating book ought to be put into tho hands of all 
those students who, thinking of economics too exclusively as a scientific method- 
ology, want to know why they should be asked to read some economic history. 
There are half a dozen good pages on economic history. Mr. Rowse is at his best 
on how to read history, how to make your own eyes and your own knowledge 
of thingB, places, people supplement what comes from the books, and how to use 
books themselves to supplement these other things. In short, Mr. Rowse tries to 
make his would-be historians learn from the beginning what everyone who 
lectures learns for himself: that knowledge and understanding begin when you 
taokle something from the angle of “ What is the truth about this ? ” and when 
you leam to treat your books, not as authorities, but as collaborators in the great 
task of searching for truth.] 

Silverman (H. A.) (Ed.). Studies in Industrial Organization. 
London : Methuen and Co., 1946. 8$". Pp. xvii + 362. 20s. 

[To be reviewed.] 

Singh (T.). Poverty and Social Change. A Study in the re- 
organisation of Indian rural society. Bombay and London : Long- 
mans, Green, 1945. 7". Pp. 200. 6s. 

[This small study of the problems of agricultural reorganisation in India, 
written in a private capacity by a member of the I.C.S. who is obviously familiar 
with the full detail and difficulties of the problems of which he is writing, deserves 
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the attention of all who are interested in the future economic development of India. 
The main problem, as the author sees it, is overpopulation of the villages combined 
with insufficiency of agricultural output. The essence of efficient farming 
consists in combining four separate factors in each farm, namely : (1) an area 
sufficient for effective operation; (2) organisation; (3) capital, and (4) technique 
at a level which, in given conditions, yields the greatest economies.*’ For the 
first objective, a large increase of the unit of management and cultivation is 
necessary. Consolidation, as at present practised, has given solid results, but is 
very slow to work and is reversed by division of holdings at death. Mr. Tarlok 
Singh suggests that the village be taken as the unit of management, while retain- 
ing the principles of ownership, or permanent tenancy, and land inheritance; 
“ those who cultivate will share the reward due to labour and those who own 
will receive an ownership dividend.” He works out, within such a system the 
size and methods of allotment of work units, the manpower requirements and the 
manpower surplus to be absorbed into new forms of production, many of which 
might be developed within the village community itself.] 

Vakil (C. N.) and Anjaria (J. J.). The Future of the Rupee. 
Bombay : Popular Book Depot, 1945. 8$". Pp. 39. Rs. 1.4. 

[Tliis most interesting survey of the various factors making for a higher or a 
lower level of the rupee reaches no final conclusion either as to the appropriate 
short or long-term rate in view of the very many uncertainties. The authors 
argue, however, the need for an autonomous rupee, which will allow the internal 
price and cost structure to reach its own level without pressure from external 
factors through the exchange rate. In particular they find it hard to foresee 
the full financial implications of large-scale planning to raise the Indian standard 
of fife.] 

Wilson (T.). Fluctuations in Income and Employment. 
London : Isaac Pitman, 1945. 8£". Pp. x + 213. 18a. 

[A second, unchanged, edition of a book which was reviewed by Mrs. Robinson 
in the Economic Journal of December, 1942.] 

Zwale (M.). European Transport. The Way to Unity. London : 
Fabian Publications and Victor Gollancz, 1946. 8|". Pp. 39. 2a. 

[Mr. Zwalf considers the outlook for European transport quite hopeless unless 
we take the revolutionary step of re-organising it on a European scale. This he 
deems very unlikely in face of what has always been the chief obstacle to it — 
national sovereignty.] 

American. 

Abbott (C. A.). Financing Business during the Transition. 
New York and London : McGraw-Hill Book Company, 1946. 9". 

Pp. xii + 133. 9a. 

[To an English reader this study is interesting as much for what it does not 
deal with as for what it does. The main emphasis is on the aspects of long-term 
finance which will be particularly important in the transition trora war to peace, 
on the importance once more of improving the capital market organisation, of 
filling the familiar gap in the provision of long-term capital to small and medium- 
sized businesses, of increasing the flexibility, both geographical and industrial, 
of the flow of funds seeking investment, and so on. In comparison with these 
problems, and those of providing capital for the new businesses likely to be set up 
through normal growth, relatively httle importance would appear to be attached 
to the problem of financing the filling ot the civil pipe line, by turning over 
firms from government work, partly financed here by progress payments, to 
ordinary civil production, with the attendant problems of re-establishing the 
normal peace-time levels of work in progress and stocks in process of distribution. 
It may be that, having regard to American methods of financing war production, 
the problem is not so vital or difficult in the U.S.A. Nevertheless a reader may 
perhaps wonder whether a technique of study which is based principally on a 
comparison of the needs for finance before and after the transition may not fail 
to elucidate some of the actual problems of movement.] 

Agriculture in an Expanding Economy. New York : Committee 
for Economic Development, 1945. 11". Pp. 45. 

[The war has contracted manpower in U.S. agriculture by about 16%, despite 
the increase of total output by a fourth. Demand is likely to drop heavily 
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when the relief period is over. Though the fall of priees and incomes may he 
less precipitate than after 1918, it is likely to cause widespread and serious 
difficulties. Dairying, meat, fruit and vegetables may do well with high con- 
sumer purchasing power, but wheat and cotton are likely to present special 
problems. This paper studies what can be done. The methods considered 
are those which might increase internal consumption, increase exports, increase 
labour mobility, lessen insecurity of income by price fixing, subsidy and the like.] 

Bain (J. S.). The Economies of the Pacific Coast Petroleum 
Industry. Part 2. Price Behavior and Competition. Berkeley and 
Los Angeles : University of California Press, 1945. 9". Pp. xv + 
438. $6.00. 

[The second volume of a three volume study conducted by the Bureau of Business 
and Economic Research of the University of California. This volume deals with 
price behaviour and competition, and covers such problems as production and 
sales, the markets, transportation, the price structure both for crude and 
refined products, and the financial results of the price policies.] 

Bishop (H. P.). Retail Marketing of Furnace Oil. Harvard 
University : Graduate School of Business Administration, 1946. 
9". Pp. 42. 50 cents. * 

[A detailed and statistical case study for the Harvard Graduate School of 
Business Admmist ration.] 

Burns (A. F.). Economic Research and the Keynesian Thinking 
of our Times. New York : National Bureau of Economic Research, 
1946. 9". Pp. 69. 

[Dr. A. F. Bums, who has succeeded Wesley Mitchell as Director of Research, 
contributes to this Annual Report of the National Bureau of Economic Research 
a most interesting study of the research problems raised by Keynesian thinking ; 
he rightly emphasises that the best means of tackling them is not by strengthening 
pure trade cycle research, but by strengthening all relevant statistical investiga-* 
tions, while giving them the necessary twist in the directions that will throw light 
on employment problems.] 

Burns (E. J.). Some Financial Trends of Commercial Banks of 
Philadelphia, Pennsylvania, 1915-1941. Washington, D.C. : Catholic 
University of America Press, 1945. 9". Pp. x + 122. 

[A Ph.D. dissertation of the Catholic University of America.] 

Clough (S. B.). A Century of American Life Insurance. A 
History of the Mutual Life Insurance Company of New York, 1843- 
1943. Now York : Columbia University Press (Oxford University 
Press), 1946. 9". Pp. xiii + 402. 30s. 

[This is a liistory of an insurance company — the Mutual Life Insurance Com- 
pany of New York — written by a professional economic historian at the request 
of the company after a century of its operations. It deals, over the earlier years, 
with the growth of life insurance and the evolution of the contract ; with mortality 
tables, premiums, reserves and dividends; selecting risks and market policies; 
investments and management. In the later stages we see the developments of 
the company’s method in all these respects, and the growth of new problems of 
investment, management and the like. This history will be of interest to aU who 
are concerned with problems of insurance. J 

Crum (W. L.) and Schumpeter (J. A.). Rudimentary Mathematics 
for Economists and Statisticians. New York and London : McGraw- 
Hill, 1946. 8". Pp. ix + 183. $2.50. 

[To be reviewed.] 

Finney (Katherine). History of Mutual Savings Banks in 
Northampton, Massachusetts. New York : King’s Crown Press 
(Oxford University Press), 1946. 8£". Pp. 225. 16s. 6d. 

[This study sought to examine the variations in interest rates and their 
effects on the volume and fields of investment in a small city that is believed to 
be typical of a great part of the American economy.] 
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Groves (H. M.). Postwar Taxation and Economic Prograss. 
New York and London : McGraw-Hill Book Company, 1946. 8J". 
Pp. xiv + 432. 22a. 6 d. 

[To be reviewed.] 

Hansen (A. H.). Fiscal Policy for Full Employment. New York 
University : Institute on Postwar Reconstruction, 1946. 8". Pp. 
23. 25 oents. 

[Dr. Hansen discusses principally the r61e of public outlays in the modem 
economy. He shows how state expenditure creates incomes, either directly by 
paying incomes for services provided, or by subsidising ordinary consumer 
expenditure or investment in one way or another. He next considers how far 
particular methods of financing a budget are inflationary or deflationary, and the 
proper balance between the two. Finally he deals with the problem of managing 
the national debt.] 

Haynes (W.). American Chemical Industry. Vol. II, The 
World War I Period : 1912-1922. Pp. xliii + 440. Vol. III. The 
World War I Period : 1912-1922. Pp. xv + 606. New York : 

D. van Nostrand Company, 1945. 9J". 

[These are the second and third volumes of the history of the American 
Chemical Industry in the first world war. They cover the period 1912 to 1922. 
The first of these two volumes deals partly with the general background — 
Wilsonian policy, the tariff depression, the trend towards war and its effect on the 
industry, and finally the process of gearing the industry to war ; the second half 
of the same volume deals with the critical materials — principally nitrogen, the 
coal by-products, potash, phosphate rock, pyntes and certain drugs. The 
second volume continues the story of particular products ; each main product is 
dealt with in turn with a great deal of history both of personalities and firms 
interspersed.] 

Kingsbury (Laura M.). The Economics of Housing as presented 
by Economists, Appraisers, and other Evaluating Groups. New 
York : King’s Crown Press (Oxford University Press), 1946. 9". 
Pp. 177. 16*. 6d. 

[Reviewed in this issue.] 

Labor in the Philippine Economy. California : Stanford University 
Press (Oxford University Press), 1945. 81". Pp. xv + 97. 12*. 

[The author of this study of the labour problem in the Philippine Islands was 
imtil recently Research Economist for the United States Government, and was 
at one time on the staff of the Department of Economics of the University of the 
Philippines. He considers the nature of the Philippine Labour Problem, the 
Social Justice Programme, the objectives of industrialization, the conditions of 
labour and the labour movement.] * 

McDiarmid (O. J.). Commercial Policy in the Canadian Economy. 
Cambridge, Mass. : Harvard University Press (Oxford University 
Press), 1946. 8". Pp. xii + 397. 25*. 6d. 

[To be reviewed.] 

Mehr (R. I.). Mortgage Foreclosures and Property Management 
by Life Insurance Companies. Philadelphia : University of Pennsyl- 
vania, 1944. 9". Pp. 124. 

[A doctorate thesis of the University of Pennsylvania.] 

Mendershausen (H.). Changes in Income Distribution during 
the Great Depression. New York : National Bureau of Economic 
Research, 1946. 9J". Pp. xviii + 173. $2.50. 

[Reviewed in this issue.] 

Mebiam (L.). Relief and Social Security. Washington, D.C. : 
Brookings Institution, 1946. 9". Pp, xx + 91?. $5.00. 

[To be reviewed.] 
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Niebyl, (K. H.). Studies in the Classical Theories of Money. 
New York : Columbia University Press (Oxford University Press), 
1946. 8$". Pp. xii + 190. 16s. 6 d. 

[To be reviewed.] 

Pierson (J. H. G.). Full Employment in Practice. New York 
University : Institute on Postwar Reconstruction, 1940. 8". Pp. 
26. 25 cents. 

[Dr. Pierson tries to see how full employment — by which he means permanent, 
continuing and assured full employment — might work in practice in the U.S.A. 
In terms of administrative practice Dr. Piereon would like to see Congress pre- 
sented with an economic survey which would show the optimum employment 
and personal income; the President would recommend a certain volume of 
government expenditure; he would recommend that commerce expenditure be 
under- written at a level appropriate to the government expenditure; Congress 
would adjust these two in the light of its decisions on government expenditure ; 
it would set minimum and maximum limits for commerce expenditure ; it would 
approve specific measures to be used to maintain expenditure and employment ; 
it would make the necessary appropriations for supplementary publio works 
and for supplements to commerce incomes by deficit budgeting and the like.] 

Planning Pamphlets. No. 50. 25 cents. Nos. 51-52. 50 cents. 
Washington, D.C. : National Planning Association, 1946. 7J". Pp. 
26. 

[The latest additions to this series are as follows : No. 50. International 
Economic Collaboration ; this has been prepared by the N P.A. Committee on 
International Policy and deals with such issues as the functions of the Economic 
and Social Council of U.N.O., the specialised agencies under it, the effects upon 
international problems of developments in the natural and social sciences, the 
need for a positive concept of world economic development. No. 61-52 sets out 
for the U.S.A. a National Policy for Aviation ; it is, apart from an introductory 
statement by the Trustees, a report of the N.P.A. Advisory Committee on the 
aircraft industry, based on a draft by Mr. E. M. Weld ; it covers both military and 
civil aviation, though the latter is in fuller detail, and relates manufacture to use ; 
it deals not only with commercial operation, but also with the wider questions 
of the scale of the manufacturing industry in relation to defence, export policies 
and markets, the rdle of government in export, the disposal of surpluses both of 
aircraft and plants.] 

Proceedings of the National Conference of Social Work. Selected 
Papers Seventy-Second Annual Meeting 1945. New York : Columbia 
University Press for the National Conference of Social Work (Oxford 
University Press), 1945. 9". Pp. x + 407. 33a. 6d. 

[This book comprises a selection of the papers prepared for the seventy- 
second annual meeting of the National Conference of Social Workers. Though 
the meeting did not in fact take place, owing to the request of the Office of 
Defense Transportation for the cancellation of all large gatherings, the papers were 
made available to 139 local meetings. Some 40 papers are included, covering 
many different branches of social work. 

Sonne (H. C.). Democratic Planning in Action. New York : 
Sanders Printing Company, 1946. 7£". Pp. 23. 

[This is a brief, popular account of the work of the National Planning Associa- 
tion.] 

Stigler (G. J.). Domestic Servants in the United States, 1900- 
1940. New York : National Bureau of Economic Research, 1940. 
50 cents. 

[A study of the numbers, racial composition, wages and hours of servants, 
and the factors, Buch as family and household patterns, which have affected 
them. The geographical distribution of servants per 1000 families is itself of 
great interest — highest, as might be expected, in the South and East, lowest in 
the Middle West, with local high spots in California and Arizona. Earnings 
follow inversely more or less the same pattern.] 
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Studies in Inoome and Wealth. Vol. 8. New York : National 
Bureau of Economic Research, 1946. 9|". Pp. xiv + 297. $3.00. 

[To be reviewed.] 

Swanson (E. W.) and Scjhmidt (E. P.). Economic Stagnation or 
Progress. New York and London : McGraw-Hill, 1946. 8£". 
Pp. 206. 1 5s. 

[To be reviewed ] 

Taylor (A. E ) Foreign Trade and Full Employment. New 
York University : Institute on Postwar Reconstruction, 1946. 8". 
Pp. 20. 26 cents 

[Dr Amos Taylor discusses in elementary terms the relation of foreign trade 
to full employment He is not a dogmatic adherent of the view that a large 
favourable balance is necessary to U.S. prosperity, since he sees considerable 
opportunities for home investments He argues that the best trade is ** self- 
sustaining ” m the sense that it benefits both parties and is continued willingly 
by both ] 

Toward Peace and Equity. Recommendations of the American 
Jewish Committee. New York : American Jewish Committee, 1946. 
10*". Pp. xiii + 152. 

[These are the recommendations of the Committee on Peace Problems of 
the American Jewish Committee The six mam subjects covered by this report 
are : Protection of human rights, Restoration of rights, Repatriation, Migration, 
Palestine and Proposed provisions for the peace treaties ] 

Wernette (J. P ) Financing Full Employment Cambridge, 
Mass. : Harvard University Press (Oxford University Press), 1946. 
8". Pp. x + 126. 11s 6 d. 

[To be reviewed.] 

Dutch. 

Elsas (M. J.). Umriss einer Gescbichte der Preise und Lohne in 
Deutschland Vol II. Part I. Leiden A. W. Sijthoff, 1940 
(appeared 1946) 10" Pp 649. Bound FI. 14 70, unbound FI. 13 10 

[To be reviewed ] 

French. 

Lescure (J.) Etude Sociale Comparee des Regimes de Liberty 
et des Regimes Autoritaircs Paris . Editions Domat-Montchrestien, 
1946 9". Pp. 483. 300 fr. 

[To be reviewed ] 

Levy- J acquemin (J ). L’ficonomie du Monde. Paris . Librairie 
du Recueil Sirey, 1946 9". Pp. 166. 

[This is a study of world trade, of the dislocations caused by the war, the 
present difficulties of the major countries, including Great Britain, and the possible 
effects of Bretton Woods and the Funds ] 

Italian . 

Chbssa (F.). L’economica e la guerra. Turin : G. Giappiohelli, 
1946. 10". Pp. viii + 207. 

[A short analysis of the economic aspects of war, the chapter of most general 
interest being that dealing with the causes of war m which the author discusses 
and rejects, in whole or in part, the views put forward by earlier writers on this 
topic, such as Marx and Lenin on the one side or Pigou and Robbins on the 
other. He holds that ‘ * war is an essentially human phenomenon which necessarily 
and naturally results from the development of the 'relations of nations to one 
another.’ 1 He is sceptical as to the possibility of a Federal Union of European 
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States, but thin k« that unions of groups of states which are in a similar stage of 
economic and political development might conceivably lead to a further integra- 
tion at some future date. But his final conclusion is frankly pessimistic : “ The 
apparently peaceful competition of commerce, arts and science always results 
eventually in conflict, just as the same thing happens between peoples, and so it 
will always remain — at any rate unless or until the moral conscience of mankind 
is so far developed as to enable him to rise superior to his interests and passions.*'] 

Demabia (G.). Principi Generali di Logica Economica. Milan : 
Edizioni CEA, 1946. 9*". Pp. 484. 4601. 

. [To be reviewed.] 

Turkish. 

Okaban (M. H.). Teoride ve Pratikte Paramizin I 9 ve Di§ Degeri. 
Ankara : Ba§bakanlik Devlet Matbaasi, 1946. 9". Pp. 62. 200 Krs. 

[A study of the internal and external value of the Turkish currency by a 
former graduate of London University.] 
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DELIBERATE INDUSTRIALISATION FOR HIGHER 

INCOMES 1 

1. The Urge to Industrialise : Its Causes 
and Components 

Economic development of the newer countries during the 
nineteenth and early twentieth centuries was essentially the 
exploitation of profit opportunities in food and raw materials. 
A wide variety of products — wheat, coffee, tea, sugar, vegetable 
oils, mutton, beef, wool, cotton, rubber, tin, copper, nitrates, 
etc. — were developed over the years in different countries, and 
these were exchanged against the processed goods and manufac- 
tures of the older and more industrialised countries. 2 But 
the world depression checked this mutually profitable exchange 
between the older and newer countries. Food and raw-material 
prices fell drastically. Unsaleable surpluses accumulated in the 
newer countries while production went on unchecked or even 
increased. At the same time the prices of manufactured goods 
from the industrial countries fell much less, with the result that 
food and raw-material producers suffered worsened terms of trade 
on what commerce remained. 8 

The specific response to these unfavourable developments 

1 This paper is part of a larger study on International Economic Relations 
now being carried on by the writer with Professor Friedrich A. Lutz under 
the auspices of the Twentieth-Century Fund. 

* The stage of development of the economies from which these foods and raw 
materials came was, of course, far from identical. By 1929, for example, 
Australia and Canada had achieved considerable industrialisation, while the Malay 
States and the Netherlands Indies remained almost exclusively agricultural. 
The United States, although an important exporter of raw materials, was already 
highly industrialised by 1900. 

* “. . . the Canadian terms of trade thus deteriorated by about 20 per cent, 

from the 'twenties to the 'thirties, although they improved again after 1935. 
This movement was . . . very unevenly spread over the various groups of 
exports. It was most pronounced in agricultural, vegetable, and, animal 
products, and in wood, wood products, and paper, three groups of decisive im- 
portance for Canada's exports; and in fibres, textiles, and textile products, a 
group of very significance." E. Munzer, “ Exports and National Income 

in Canada," Canadian Journal of Economics and Political Science , February 
1945, p. 41. 

No. 224. — VOL. LVT. P P 



534 


THE ECONOMIC) JOUBNAL 


[dec. 

was not identical in all the newer oountries. But, as everywhere 
else, the persistence of the depression forced the raw-material* 
producing countries to re-appraise their economic position. 
National economic policy, and even to some extent colonial policy, 
increasingly emphasised economic stability and diversified pro- 
duction. Monoculture was discouraged. Diversification, self- 
sufficiency, “ balanced production/’ industrialisation, and stability 
increasingly became the slogans of policy. The nineteenth- 
century views on international specialisation and exchange seemed 
inapplicable to the crisis of the early ’thirties. Moreover, economic 
policy in the older industrialised countries, with which the raw- 
material countries had had a profitable commerce before 1930, 
only encouraged the drift towards industrialisation and self- 
sufficiency in the “ backward ” areas. 1 

The decade between the end of the depression (say 1936) 
and the termination of World War II gave fresh impetus to 
programmes for industrialising the newer countries. The urge 
to industrialise was strengthened by a variety of factors. Perhaps 
first in importance was the fact that the war itself seemed to 
demonstrate that centralised Government control of production 
was both more efficient and more administratively feasible than 
had been believed earlier. The demonstration came from two 
sides. On the one hand, whole new industries sprang into being 
in the older industrial countries and aggregate output increased 
astoundingly despite war-time difficulties. On the other hand, 
the war seen^ingly settled the dispute as to whether Russia had or 
had not succeeded in industrialising her economy in a few short 
years. Both achievements seemed to emphasise that the possi- 
bilities of deliberately planned industrialisation were much 
greater than had been generally believed. 2 

1 Autarky as an economic policy for Germany was, from one point of view, 
only the ultimate extension of attitudes and value judgements that were prevalent 
in nearly all countries during the depression. The first major move by the United 
States Congress to combat the depression, for example, was to enact the Hawley- 
Smoot tariff in 1930, which raised rates to the highest level in history. If the 
industrial countries insisted on excluding imports of food and raw materials 
(os well as manufactures), then the zywer countries whose economies were organ- 
ised for the export of these goods would have to develop home industry willy- 
nilly. In other words, the change in economic policy towards foreign trade in the 
industrial countries, which evolved during the depression, forced the newer oountries 
to industrialise and to be more self-sufficient. 

* An ancillary factor here was the fact that the immediate pre-war years and 
the war itself showed that synthetic products and the use of non-steam power 
had greater possibilities than had earlier been believed. The argument in the 
past had typically been that a shortage of coal and essential raw materials was an 
almost insuperable barrier to industrialisation. But the war seemed to show that 
there were many ways around such difficulties at less than a prohibitive cost. 
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A second factor was that many manufactured goods were 
unobtainable from abroad during the war years. The experience 
was particularly annoying to the unindustrialised raw-material 
countries because, in contrast to the depression years, they had 
adequate foreign exchange. Home industry and sources of raw- 
material supply (including foods) were necessarily stimulated. 
Their present existence will enoourage still further eoonomio 
development and industrialisation as a deliberate policy. 1 

The third group of factors strengthening the urge (even de- 
termination) to industrialise and develop low-income areas would 
include certain “ intangible ” items. Nationalist feeling and 
nationalist pride have probably not diminished during the war. 
In China, the Netherlands Indies, French Indo-China, Egypt, 
and India the conviction seems to be widespread that the control- 
ling “ foreign ” Powers have in the past deliberately retarded 
eoonomio development for selfish reasons. Thus current proposals 
have a strong political and cultural drive. And it would be 
foolish to pretend that these motives are of secondary importance. 2 
Nationalism and the insistence on “ independence ” cannot be 
disregardedinanyrealistic discussion of contemporary industrialisa- 
tion and economic development schemes. These impart a fervour 
that might otherwise be absent. 


2. Industrialisation and Eoonomio Development in the 
Quest for Better Living 

If one surveys the earth’s peoples with respect to industrialisa- 
tion and welfare three important facts stand forth clearly. First, 
manufacturing production (that is, production other than agri- 
culture, extractive industries, trade, and servioes) is distributed 
between the nations in a highly uneven manner. Although 
manufacturing production has been becoming increasingly 
diffused throughout the world since 1870, a high degree of con- 
centration still prevails. In 1870 the United States (23*3%), 
Germany (13*2%) and the United Kingdom (31*8%) together 
accounted for 68*3% of the world’s manufacturing production. 2 

1 Cf. Kathleen O. Horton and Thomas R. Wilson, Some Factors %n Post-war 
Trade with British Empire, U.S. Department of Commerce, Bureau of Foreign 
and Domestic Commerce, Economic Series No. 39, Washington, 1944; also 
C. M. Purves, “ Wartime Changes in World Food Production,” Foreign Agriculture, 
January 1945. 

1 Cf. P. T. Ellsworth, Chile : An Economy in Transition, New York, 1945, 
p. 182. 

• Folks Hilgerdt, Industrialisation and Foreign Trade, League of Nations, 
Geneva, 1945, II, A. 10, p. 18, 
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Although an index of world manufacturing production (1925- 
29 = 100) rose from 14*4 in 1870 to 135'0 in 1938, these same three 
countries in 1938 still accounted for more than 50% of the world’s 
manufacturing production. 1 

The mere faot that a particular area produces no manufactured 
goods is (economically) of little moment if the region acquires 
manufactures by trade and exchange with the rest of the world. 
But, in fact, the per capita consumption of manufactured goods 
shows an enormous drop from the wealthier industrialised countries 
to the poorer agricultural countries. The second important faot 
is thus that, in the main, the countries which do not produce 
manufactures do not consume them in large quantities. In 
1926-29 the per capita supply (production plus imports and minus 
exports) of finished factory products other than foodstuffs was 
$254 for the United States, less than half this amount in the 
United Kingdom and Germany ($112 and $111 respectively), 
about $28 in Japan as against $22 in Russia, but only $3 in China 
and India, which together held almost one-half of the world’s 
population within their borders.® 

Third, it is a striking statistical fact that a fairly high correla- 
tion exists between low per capita incomes and a high percentage 
of the population engaged in agricultural production. Countries 
standing at the low end of the income scale — China, India, Nether- 
lands Indies, South-eastern Europe, oertain Latin American 
countries — typically have 60% (or more) of their population 
engaged in agriculture. Even New Zealand, Canada, and Den- 
mark, which are often thought of as predominantly agricultural 
countries, had only respectively, 28%, 31%, and 36% of 
their gainfully employed population in agriculture. Yet 
greater industrialisation is not simply a matter of a higher 
percentage of the working population engaged in manufac- 
turing.® 

While low incomes and a high proportion of the population 
in agriculture seem to go together, it is also the fact that as the 
proportion of the population engaged in agricultural pursuits 
increases (as we move down the income scale), the yield from 

1 Folk© Hilgerdt, Industrialisation and Foreign Trade, League of Nations, 
Geneva, 1945, II, A. 10, pp. 138-140. 

* Of. ibid., p. 22. 

• . the industrialisation process does not simply result in the absorption 
by industry of part of the agricultural population. The chief faot brought out 
-is that, as the share of population engaged in industry increases, so does that 
in all the other big occupational groups except agriculture. In particular, the 
population engaged in commerce and transport increases along with that in 
manufacturing.” Industrialisation and Foreign Trade, p. 28. 
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agriculture per tout of arable land area also declines fairly steadily . 1 
This would suggest either agricultural overpopulation, poor 
quality of land, primitive (non-capitalistio) methods of cultivation 
or some combination of the three. From these three groups of 
related facts the conclusion is often drawn that higher real in- 
comes in the low-income areas depend on industrial development. 
Yet statistical correlation does not necessarily demonstrate causal 
relationship. 

Industrialisation per se may not be an open sesame to higher 
real inoomes the world over. For, although the high per capita 
income countries are typically industrialised countries, their high 
productivity per capita, which affords them their high incomes, 
cannot, logically, be traced altogether to their industrialisation. 
In most instances the industrialisation is itself to be explained 
by the combination in those areas of rich natural resources, an 
energetic and skilled people, a topography and climate favourable 
to production, and, certainly not least in importance, a population 
not large relative to the usable land area. In other words, con- 
ditions were relatively favourable for a high per capita productivity 
with or without industrialisation, and so for a high per capita 
standard of living. Lacking these more basic advantages, 
neither industrialisation nor a high standard of living would 
eventuate. That this is the more probable causal relationship 
rather than a direct sequence from industrialisation to better 
standards of living seems to be emphasised by the very marked 
differences in incomes within the high-income countries themselves. 
One would scarcely argue, presumably, that in the United States 
the low inoomes in certain states was, in any fundamental sense, 
chargeable to the absence of industrialisation, nor — what is even 
more important — that more industrialisation would certainly 
raise their per capita incomes. It would be more reasonable to 
point to the poor natural resources, natural land barriers, skill 
and energy deficiencies of the population, and the like. Con- 
sequently reasoning from more industrialisation to higher living 

1 It would require more spaee them is available here to give adequate statistical 
evidence in proof of this assertion. But if the countries are ranked according 
to the increasing proportion of the employed populations in agriculture, and 
these are set against the yields per acre in agricultural crops — e.g. t in wheat, 
rye, barley, and potatoes — the yields tend to decline fairly consistently. The 
extensive type of farming operations carried on in Australia, Canada, and 
Argentina of course give them a position apart. But, aside from these countries, 
the most thoroughly agricultural countries likewise seem to have the lowest 
yields per unit area. Cf. StcUistUche* Jahrbuch far Dae Deuteche Reich 1934, 
Internationale TTbersichten, pp. 38-41; also Industrialisation and Foreign 
Trade, p, 88. 
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standards may be a tenuous base for economic development 
plans in some areas unless, perchance, the more fundamental 
favourable factors are also present. And the danger is especially 
great where “ industrialisation ” is used in a narrow sense of 
simply having more factories or industrial plants. 

3. Deliberate Industrialisation for Higher Incomes : 
Some Problems and Difficulties 

No one could quarrel over the desirability of improving the 
miserable lot of half the world’s population. At the same time, 
however, well-intentioned schemes which disregard the inherent 
realities of the problem will end in disillusion and despair. Good 
works are more than benevolent hopes. 

One might assume that the future industrialisation and eco- 
nomic development of low-income areas will follow a pattern similar 
to that woven by countries that have already industrialised. In the 
nineteenth and early twentieth centuries the British Dominions, 
Sweden, Switzerland, and most of Western Europe passed 
from agriculture to industry with rising standards of living. 
Partial industrialisation was achieved by the Japanese in Man- 
churia. And on a smaller scale with a number of special features 
has been the “ economic development ” of Palestine. Careful 
study of these instances of industrialisation and economic de- 
velopment should, one might suppose, allow a reasonable forecast 
of the probable sequence of industrial development in the now 
low-income areas. Such studies would undoubtedly be highly 
illuminating ; and they would forewarn against errors that might 
otherwise be committed in some industrialisation programmes for 
low-income areas. 

But there are important differences between the industrialisa- 
tions that have already occurred and those that are now being 
planned. The countries that industrialised in the nineteenth 
century — Western Europe, the United States, and, to some 
extent, the British Dominions — did so along free enterprise 
principles in areas rich in natural resources relative to their 
population. A common ideology and scale of values prevailed, 
and there was a century of nearly unbroken peaoe. Contemporary 
China, India or South-eastern Europe are something else again. 
The recent industrialisation of the U.S.S.R. is also unique in 
several respects. Apart from having rich natural resources and 
virtually no population problem, the Russian industrialisation 
programme was spurred to a frenzied pace by an overriding fear 
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of possible foreign aggression and administered throughout with 
a ruthlessness that might not bear repetition . 1 The Manchurian 
ease, although never carried through to completion, also has its 
own special features. In other words, some circumspection is 
appropriate in reasoning from what has occurred in Russia, the 
United States, or other already industrialised areas to a programme 
and forecast on industrialisation for China, India, the Netherlands 
Indies, South-eastern Europe, the Near East, or other poverty- 
stricken areas. 

A proper study of these differences and the possibilities for 
improved living standards in particular areas would require a 
painstaking analysis region by region. Nevertheless a few 
general comments on the problem seem pertinent, and even 
necessary, in relation to the international investment problem 
as a whole.* 

A country’s change to an industrial status can be variously 
described according to the emphasis and point of view. On the 
one hand it is an increase in the real capital resources available 
per head of population . 8 Alternatively it is an increase in the 

1 The Russian case is also unique in that the programme was carried through 
by a huge programme of forced capital accumulation with almost no foreign 
borrowing beyond some medium-term commercial credits. 

# As used in current discussion the term “ economic development ” is broader 
than industrialisation. Projects such as the T.V.A. or the Columbia River 
Development figure prominently in current discussions of what might be done 
through economic development. Worker training schemes, swamp drainage, 
or even population control programmes would be included along with highway 
construction and harbour development. An interesting recent discussion of the 
economic development of low income areas (National Planning Association, 
International Development j Loans, Planning Pamphlets, No. 25, Washington, 
1942) distinguishes four general types of undertakings ; (1) Basic undertakings , 
which would include roads, irrigation, large hydro-electric power developments, 
etc., (2) Reconstruction and conservation , which, besides the repair of war damage, 
would include the reconstruction of cities, slum removal, prevention of soil erosion, 
flood control, etc.. (3) Exploitation , “projects which provide new, additional, 
improved, or cheaper commodities in a country for export to foreign markets.*' 
These are expected to be undertaken mainly by private enterprise on the basis 
of investment opportunities created by types (1) and (2) above, (4) Diversification , 
which is defined (p. 20) as . . steps to diversify national economic activity, 
for the purposes of distributing employment eggs into several baskets, of resisting 
the downward tendency in the bargaining position of the producer of foodstuffs 
and raw materials against countries exporting manufactured products, and of 
increasing national economic power.'* This fourth group would include agri- 
cultural diversification, introduction of light industry and even heavy industry. 

Some interesting discussions of these problems are to be found also in H. D. 
Fong, The Post-War Industrialisation of China, National Planning Association, 
Planning Pamphlets, Nos. 12 and 13, Washington, 1942. 

* For instance, “ an increase in the amount of capital equipment and pro- 
ductivity per employed person and variety of goods." H. Frankel, “ The 
Industrialisation of Agricultural Countries," Economic J otjknal, J une~September 
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proportion of industrial production in total national income, or 
perhaps better, a decrease in the fraction of agricultural production 
in national income . 1 A different emphasis would stress the gradual 
widening of the sphere of the “ money eoonomy.” Again, from a 
sociological point of view, urbanisation might be the important 
shift. It is a many-sided process and no simple definition is 
entirely satisfactory . 1 

Economists have traditionally classified productive factors 
into land, labour and capital . 1 With a given population and land 
area, a rise in total output in any economy can come about only 
in two principal ways : first, an increase in the total capital 
available for productive purposes, and/or seoond, an improved 

1943, p. 191. “ The movement of machinery and capital towards labour, instead 

of moving labour towards capital, is the process of industrialisation, which, 
together with agrarian improvement, is the most important aspect of the economic 
development of the depressed areas.” P. N. Rosenstein-Rodan, “ The Inter- 
national Development of Economically Backward Areas,” International Affairs , 
April 1944, p., 161. (Here the author emphasised this solution because he sees 
no prospect of solving the problem of low-income areas by means of migration 
to high-income areas.) Notice, however, that if the emphasis is simply upon 
real capital resources per head of population, then the increased capital invest- 
ment could theoretically occur in the primary industries. In fact in some coun- 
tries this might well be the most promising means of raising consumption. 

1 Colin Clark and others would use this designation and classify production 
into primary, secondary and tertiary. As industrialisation proceeded Clark 
would use as a measure the increasing proportions of the working population in 
secondary and tertiary production. In Conditions of Economic Progress (p. 182) 
he writes concerning the classification, “ For convenience in international com- 
parisons production may be defined as primary, secondary, and tertiary. Under 
the former we include agricultural and pastoral production, fishing, forestry and 
hunting. Mining is more properly included with secondary production, covering 
manufacture, building construction and public works, gas and electricity supply. 
Tertiary production is defined by difference as consisting of all other economic 
activities, the principals of which are distribution, transport, public administra- 
tion, domestic service and all other activities producing a non-material output.” 

* Perhaps Hilgerdt’s description is as useful as any, “. . . the industrialisation 
process is not confined to the establishment of a manufacturing industry, but 
involves a change in the whole economic structure of the country concerned. 
This change may be briefly characterised as implying an extended division of 
labour complemented by a system of distribution and exchange of goods function- 
ing in a developed * money eoonomy Industrialisation and Foreign Trade , 
p. 30. 

* This is a crude tri -partite classification of course which has often been 
extended. Recently Professor J. J. Spongier has suggested that, “ The complex 
of productive factors used jointly with labour may be divided roughly into five 
categories : (1) land, measured in terms of area and viewed as a situs for habita- 
tion and for agricultural and other productive activities; (2) non-depletable 
natural resources whose supply is essentially fixed; (3) depleteable and non- 
replaceable natural resources; (4) natural resources which are replaceable and 
whose supply is augmentable ; and (5) equipment — i.e., machinery, buildings, 
etc.” — “ Population and Per Capita Income,” Annals of the American Academy of 
Political and Social Science , January 1946, p. 183. The virtues of such a classi- 
fication for economic development schemes are obvious. 
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utilization of existing land, labour and equipment. In other words, 
if population and land area are a datum, greater output is only 
to be had through having more capital or through using all the 
factors of production more efficiently (improved technology). 1 
For any given region, of course, both methods would probably 
be employed. 

Capital Accumulation 

Capital accumulation for increased output in low-income 
areas is a two-sided process. On the one hand, the population 
as a whole must consume less than the whole annual produot. 
On the other hand, the savings made must be directed into 
productive capital formation. Even in some very poor countries 
savings are more than negligible (as an aggregate), but they either 
stand idle as hoards or move into unproductive capital formation. 
In the Balkans, for example, the hoarding of currency notes is 
said to be perhaps as much as 25% of the total circulation. 
Gold coins and foreign currency are also hoarded. 2 Similar 
hoarding habits have also gone on for generations in the Orient. 
But such hoarding means that what is saved is not made available 
for industrial equipment or for agricultural improvements. 
Beal capital accumulation — in the sense that the whole annual 
output is not currently consumed each year — has not been entirely 
lacking even in the very low-income areas. Yet there has been 
little resulting gain in productive efficiency because the capital 
accumulation has taken the form of religious monuments, ancestral 
veneration, elaborate places of worship, and the like. Instead 
of acquiring more railroads, the population had rejoiced in 
better temples. Also such practices are apparently deeply rooted 
in the social, religious and moral values of the civilisation. They 
are not likely to disappear with a guarantee of bank deposits 
and the lure of 6%. 

Transportation, communication and marketing facilities are 
perhaps the most productive form that real capital formation 
can initially assume in the low-income areas. Historically the 
impetus here has usually come from external trade. The fre- 
quently enormous spread between prices in the interior and prices 
in world markets has stimulated the construction of railways, 

1 Improved technology may depend either upon inventions, e,g. t the de- 
velopment of new industrial processes, new species or breeds, etc., or the application 
in the low-income area of techniques and processes that are already being used 
elsewhere. In most poverty areas economic development would consist to a high 
degree in borrowing from abroad long familiar processes and techniques. 

* P.E.P., Economic Development in SJB* Europe, London, 1945, pp. 114-15. 
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telegraphs, storage warehouses and similar equipment. Im- 
proved facilities of this kind tend to push out the " village 
economy ” as the market widens in area and variety . 1 Without 
transport facilities local production can supply only local needs. 
Industrialisation has no scope for development. Even local 
agriculture and the exploitation of local natural resources are 
restricted or precluded altogether. The country remains economic- 
ally primitive. Incomes are at a subsistence level. 

Although improved communications may be initially stimulated 
by foreign trade opportunities, the growth of towns and markets 
tends to force capital accumulation for domestic industry and com- 
merce. More people come to be employed in supplying the needs 
of the urban areas for food, clothing, services, etc. The initial 
impulse may have come from export markets made possible from 
improved transportation. But local needs require some looal 
industry. Aggregate output and per capita incomes tend to 
increase. 

Thus transport and communication facilities are perhaps the 
most important type of real capital formation for a oountry 
intent upon industrialisation and improved living standards. 
Beyond this, general discussion cannot move far because the types 
of industry that can be most productively developed through 
capital investment will depend largely on the natural resources 
and the aptitudes of the people in the particular area. Textile 
production, at least the cheaper varieties, seems to be feasible 
nearly everywhere. Leather handicrafts and simple food and 
raw-material processing are also developed rather easily it 
seems. 

Now, while transportation is indispensable to greater industrial- 
isation and better living, transportation is also a 'highly “ capital- 
intensive ” industry. That is, railways, roads, river develop- 
ments and airports require a heavy capital investment in relation 
to their annual income. They are therefore a heavy draft on 
the limited apnual savings of low-income countries. For many 
low-income countries this initial major barrier has never been 
surmounted. Looal savings have been insufficient to develop 
transport and communications, foreign investment was not 
obtained, with the result that the country has remained un- 

1 Cf. “ Particularly m the tropics, railways and other means of oommunioation 
have been essential for the establishment of order and of social and humanitarian 
reform, and upon them depends the ability to supply foodstuffs when famine 
threatens owing to failure of crops in some area. Everywhere they have played 
an important part in economic progress.** Industrialisation and Foreign Trade , 
p. 31, 
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developed . 1 Whether these obstacles can be surmounted in the 
future through the International Bank for Reconstruction and 
Development, the Export-Import Bank or some other agency, 
remains to be seen. Certainly the difficulty is real enough.* 

Labour Skills 

Increased industrialisation in low-income areas is certain to 
require greatly increased numbers of skilled workers. The need 
is not alone for artisans and machine-tenders. Supervisory 
personnel, technicians and managers are equally indispensable. 
If the industrialisation proceeds slowly — i.e., over several genera- 
tions — perhaps no serious difficulties will arise because labour 
supply can more easily keep pace with the slowly increasing de- 
mand. But a forced draft industrialisation, such as many 
countries seemingly contemplate, will encounter genuine checks 
to output from mounting shortages of skilled labour. An 
agricultural population cannot acquire technical proficiency 
in industrial techniques overnight. In a measure the process is 
organic, and can evolve only gradually despite the best efforts. 
In the U.S.S.R. — the only rapid industrialisation achieved in 
recent times — skilled labour shortages were a perennial limitation 
to output despite strenuous training programmes. In 1929 
more than 40% of those holding posts requiring technical training 
were said to be without such training. 3 

1 An added difficulty is that a railroad is typically useless unless long enough 
to cover some distance. One cannot build a railroad for just a mile or two. It 
must extend between two points of some economic importance or potentiality 
and these are usually more than a few miles apart. Hence any useful railroad 
construction will typically require a large capital outlay. Piecemeal construction 
is valueless. 

* We feel constrained to point out that railway developments have not been 
highly profitable undertakings for foreign capital in the past. Much of the 
American railway system that was initially financed by foreign lenders went 
through bankruptcy and reorganisation in which the foreign bondholders were 
wiped out. The Latin-American railways have had a similar history. Perhaps 
railway development is the prime example of capital investment which is benefioial 
to the oountry as a whole, but which only rarely yields much net return to the 
private investors who finance it. Certainly the United States or Canada or 
Argentina gained from foreign borrowing to construct the railways. Probably 
Great Britain also gained. But the individual British investors who helped to 
finance such developments probably ended up, as a group, on the loss side of the 
ledger. 

* Alexander Baykov, The Development of the Soviet Economic System , Cam- 
bridge, England, 1946, pp. 217, 161. The universities in the U.S.S.R. are said 
to have trained 170,000 specialists during the first five-year plan and 369,000 
during the second five-year plan. In the same intervals the technical schools 
trained 291,000 and 623,000 respectively. Since, at the end of the first five- 
years (1932) there were some 22 million workers and employees in industry 
it means that the half-million (461,000) specialists and technical school graduates 
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A proper labour-training programme — including literacy, 
technical skills, managerial skills, engineering, etc. — represents 
a long-term investment by the State for better incomes. But 
its magnitude, and above, all its importance, should not be glossed 
over in any scheme for rapid industrialisation to achieve better 
living standards. 


Labour Mobility 

A non-static industrial society, in its initial and later stages 
alike, must maintain fluidity of its working population. Internal 
migrations from one area to another and from one occupation 
to another have to be reasonably free. An industrial society, 
at least all those of which we have knowledge, are societies in 
which the relative importance of different industries and different 
regions in the structure of production are not unchanging over the 
years. 

Many low-income areas for which industrialisation programmes 
have been proposed, however, are characterised by social and 
religious institutions that strongly inhibit labour mobility. The 
key position of the family in Moslem countries, for example, tends 
to preclude migrations except by whole family groups . 1 The 
caste system in India similarly bars geographic and occupational 
migrations. Occidentals are apt to overlook such difficulties 
in the way of effective industrialization in the Orient because 
Western society is now largely free from such barriers . 2 But as 
Professor Notestein has emphasised , 8 

High ©valuations are placed on the perpetuation of the family, clan 
or other group, but low evaluations on the individual and his welfare. 

trained during the first five-year plan were less than 3% of those employed 
in industry. This is a tiny fraction for a country that prior to 1928 was chiefly 
agricultural. Ibid., p. 353. 

1 Cf. “ Many children, particularly many sons, afford something of an old-age 
security policy. It will be easier to live in comfort if many are contributing. 
Because of this attitude, perhaps, it is difficult to persuade Egyptians to migrate. 
The elders do not want the young to leave home. In oonsequence, such migra- 
tion as there is, is largely by families as units.’ 1 W. Wendell Cleland, ” A Popula- 
tion Plan for Egypt ” in Milbank Memorial Fund, Demographic Studies of Selected 
Areas of Rapid Growth , New York, 1944, p. 132. 

* “ Many Indians would like to see India an independent nation, but not at 
the expense of their religion. Many would like to see India a wealthier nation, 
but not at the expense of their own relative wealth. Many would like to see 
India an educated nation, but not if it includes the lower castes. • . . Many 
would like to enjoy the privilege of climbing socially, but not by the extension 
of that privilege to persons beneath themselves. ’ ’ Kingsley Davis, ( * Demographic 
Fact and Policy in India,” in ibid., p. 52. 

• Frank W. Notestein, “ Problems of Policy in Relation to Areas of Heavy 
Population Pressure,” ibid., pp» 145-6. 
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These values are deeply imbedded and rigidly enforced by social 
sanctions. Even under the impact of a rapidly shifting environment, 
they change only gradually. 

Land tenure systems, impossible tax arrangements, and “ other- 
worldly ” religious tenets similarly operate to restrict the kind of 
occupational mobility industrial development requires. These 
are complex topics whioh can only be mentioned here in passing. 
But they suggest that industrialisation is more than providing 
warehouses or factory buildings for low-income farmers. 


The Population Problem 

Among the low-income agricultural areas for whioh industrialisa- 
tion and economic development programmes have been proposed 
as a means to improved welfare a surprising number face the 
“ population problem ” in acute form. Specifically, Egypt, 
India, China, Korea, Formosa, Java, large sections of the Caribbean 
area, much of the Philippines, and parts of the Balkans, all these 
faoe the threat of having the gains in total output chiefly swallowed 
up by greater numbers. 1 * Another 400 million Indians at about 
the same standard of living is Bcaroely a significant net gain 
from any point of view. 

Between 1921 and 1941 India’s population increased by 
83 million,* or, in other words, an increase in absolute numbers 
amounting to 62% of the total population of the United States 
(132 million) at the latter date. But India has not had an 
outstandingly large rate of increase in comparison with other 
areas. The Egyptian population at 16*6 million (1939) is said to 
have doubled since 1882. 3 India, with an annual growth rate 
of 1'21% between 1921 and 1941, lagged far behind the Nether- 
lands Indies’ rate of 2*08 between 1920 and 1930 (where the 
population in 1930 was already 60*7 million) and 2*20 in the 
Philippines between 1918 and 1939, where the population in 1939 
was estimated at 16 million. 4 One careful student suggests that, 

1 Cf., Notestein, loc. c it., Professor J. J. Spongier has written, “ The population 
of the world falls, Thompson finds, into three groups : I, comprising 21%, have 
natality and mortality under control; II, comprising 21%, is bringing natality 
and mortality under control,; m comprising 58%, has neither mortality nor 
natality under ' reasonably secure control.* In 1825-34, C. Clark’s studies 
suggest, group I received about 58% of the world’s income ; II, about 24 % ; 
HE, something like 18%.*' Op. cit., p. 191. 

* Kingsley Davis, loc . cit., p. 89. 

• Clyde V. Kiser, “ The Demographio Position of Egypt,” in Demography 
Studies of Selected Areas of Rapid Growth, New York, 1944, p. 99. 

4 Frank W. Notestein, loc. cit., p. 142. 
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of a probable total world population of 3*3 billion people in the 
year 2000, perhaps 2 billion will be in Asia. 1 * * * * * * 

The primary reason for population growth in the low-income 
areas is, of course, that improvements in aggregate output out 
mortality rates. The birth rates are already high. Greater 
output from improved facilities and organisation work chiefly 
in the direction of reducing mortality rather than increasing 
birth rates. Moreover, improved mortality rates, which by defini- 
tion means that those who are bom survive for a longer interval, 
implies that more persons survive through the “ productive ” 
years, with the result that the initial growth in the population 
(from improved mortality rates) tends to be cumulative for a 
time. This tendency will be the stronger, moreover, if (as fre- 
quently occurs) the improvement in mortality rates is most marked 
at the lower age groups of infancy and childhood. With given 
assumptions along these lines demographers can show, for any 
country for which the pertinent data are available, at what total 
figure the population will reach an “ equilibrium/* * 

An appreciable and enduring improvement in living standards 
in the already densely populated areas — India, Java, Formosa, 
Korea, China, Egypt, and the Carribbean — depends on a rise in 
total output accompanied by a drop in birth rates. But in most 
of these areas — despite some industrialisation, public health 
measures and urbanisation — birth rates have held close to the 
biological maximum. The indigenous social and political 
mores have not yet given way to newer beliefs which would cut 
the birth rate. As Professor Kingsley Davis has written, after 
having just pointed out the various steps successfully taken in 
India to reduce famine and epidemic, 8 

But the gain has not depended on a great change in the texture of 
Indian life, and hence does not have any such change to rely on in the 
future. Die local village still remains about as unsanitary as ever, 
the public apathy to health measures about as complete as ever, and 
the poverty almost as abject as ever. . . . 

To the extent that additional control of mortality is achieved 
without altering the fundamental conditions of Indian life, and without 
therefore greatly affecting fertility, the gap between births and deaths 
will continue to widen and the population growth to accelerate. 
This will tend to create an unstable demographic situation, because 
if the external and somewhat artificial support of the reduced mor- 

1 Frank W. Notestein, “ Population — The Long View,” in Theodore W. 

Schultz (ed.) Food for the World , Chicago, 1946, p. 67. 

1 Cf., for example, John Lindberg, “ Food Supply under a Programme of 

Freedom from Want, Social Research, May 1946, pp. 189-96 and Frank W. 

Notestein et at., The Future Population of Europe and the Soviet Union , League of 

Nations, 1944, II, A. 2, Geneva, 1944. 

# Op. cit ., pp, 47-48. 
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tality should be withdrawn, there will be a larger population to be 
affected by a suddenly increased death rate. 

These sentences would apply with equal force to American 
efforts in Puerto Rico. 

The very fact that mortality rates have fallen in the low-income 
areas over the past half-century is, of course, itself evidenoe of 
somewhat improved average standards of living. For no one 
would deny that an improvement in life expectancy is a net 
accretion to welfare. But the failure of birth rates to diminish 
has meant that the gain in per capita living standards has been 
far below what it might have been without the population growth, 
and much less than proportionate to the rise in total output. 

Whether for most of these areas a full-scale industrialisation 
and economic development programme — something far more 
amibtious than has ever been attempted in the past — would give 
a sufficiently sudden lift to per capita output to maintain itself 
by checking birth rates no one can say with certainty. The 
possibility unquestionably exists. The Western European 
countries passed through the fire in this manner. The Japanese 
case seems to be still an open question . 1 The prospects in 
South-eastern Europe and Latin America perhaps are more 
promising. But as a fraction of the low-income peoples in the 
world as a whole these regions do not bulk large. 

We dislike to end this sketch of the industrialisation problem 
on a pessimistic note. But until the population problem of the 
low-income areas is faced squarely in all its complexities, much 
of the other discussion of improved living through industrialisation 
and economic development seems somewhat beside the point. 

The object and purpose of the foregoing analysis is not to leave 
the conclusion that “ nothing can be done ” for the low-income 
areas. Rather our intent has been to stress that industrialisation 
for higher incomes and economic development for better living 
are complicated undertakings involving something more than the 
generous provision of loan capital from the wealthier countries. 
With the exception of Russia, which is a unique case from more 

1 Cf., “ The dynamics of fertility decline in Japan during the three-quarters 
of a century since the opening to the West offer little basis for optimism with 
reference to the possibilities of an early cessation to population growth in the 
overcrowded regions in Asia. It is true that fertility declined in Japan, but in 
1935 fertility even in the large cities was very high in relation to that in the West. 
Fertility in rural areas and the small towns has declined only slightly except as 
the increasing age of marriage and the decreasing prevalence of informal marriages 
had decreased the fertility of younger women.” Irene B. Tauber and Edwin G. 
Beal, ” The Dynamics of Population in Japan,” Demographic Studies of Selected 
Areas of Rapid Qrowth t New York, 1944* P* 34. 
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than one point of view, industrial development in the past has 
been slowly attained over four or five decades. 1 An interval 
of several generations allows the process to assume an organic 
integration in its several parts which is not so easily achieved when 
the programme calls for moving ahead under foroed draft at a 
rapid rate. Yet, especially in the low-income areas, where there 
is already a population problem, a quick forward advance seems 
to be the most promising approach towards higher real incomes. 
A more gradual assault on poverty income levels is likely to be 
repulsed by the tide of rising numbers. One would like to bask 
in the warm comfort of easy assurances that some writers have 
imparted to the whole problem of the industrialisation of under- 
developed areas if only capital is forthcoming from the richer 
countries. But although foreign assistance can play a role, it is not 
a “ universal passport ” to higher income levels. 


4. Foreign Borrowing and Better Living : The 
Contribution oe Foreign Capital 

Persons who discuss these matters in general terms occasiona- 
ally leave their audiences with the conclusion that, because im- 
proved output in low-income countries depends (partly) on having 
more capital, and since the poor countries (by definition) have 
little capital, the difficulty can be solved only by capital imports 
from abroad. The wealthier countries must provide the capital 
for the poorer countries if their incomes are to be bettered. Yet 
the process seems to bear only a superficial resemblance to such 
views. Foreign borrowing can assist or speed industrialisation 
in low-income areas. But its role is not all important and in 
some performances — e.g., as in Russia — might be omitted from the 
programme altogether. " 

According to one careful estimate the 8*5 million wage-earners 
in American manufacturing industry m 1937 worked with $21*2 
billion of capital assets other than land, or an average of $2,474 

1 The industrialisation of Japan might seem to be an exception also. But 
Japanese industrialisation seems to have extended over a somewhat longer 
period than is corrfmonly supposed — say from 1890-1930. Hilgerdt’s Index of* 
manufacturing for Japan (1913 =* 100) rose from 15 in 1891-95 to 93*1 in l'9fl-13 
to 294*8 in 1930 and to 528*9 in 1936-38. Even in the 1936-38 period, Japan 
oould claim only 3*5% of the world total. See Industrialisation and Foreign 
Trade, pp. 130, 134, 13. See also Robert W. Tufts’ Appendix to Ch. IV of Eugene 
Staley, World Economic Development, Montreal, 1944. As Tufts has well said, 
“ Thef process of industrialisation is a time-consuming process, involving much 
more than the supply of capital goods. It seems unlikely that eastern Asia will 
be able to industrialise much faster than Japan did.” hoc . cit., p. 11. 
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per wage-earner. 1 Also in 1937 the total population of the 
continental United States was estimated at 128-8 million persons. 
Consequently the investment in capital assets other than land in 
manufacturing per head in the United States was $164. Now to 
add to the capital investment in manufacturing in India with its 
400 million persons an amount of $20 per head (and assuming 
no growth in population to occur in the process) would require 
an investment of $8 billion. An increment of this amount, of 
course, would leave India still far behind the United States in 
capital equipment in manufacturing. Furthermore, without 
similar investments in transportation, warehouses, distribution 
facilities, 1 etc., the investment in manufacturing would be of 
limited usefulness. The sheer magnitude of the capital sums 
required show that only a small fraction of the investment re- 
quired for industrialisation can come from abroad under any 
reasonable assumptions. 

A more important reason why only a small fraction of the total 
investment necessary for industrialisation can come from abroad 
is to be found in the nature of the real capital needed. Any 
industrialised country has a high proportion of its total productive 
capital in the form of buildings, railway roadbed, highways, 
harbour developments, sewage systems, river developments 
and the like, which by their very nature cannot be “ imported ” 
in any direct sense. They have to be fabricated on the spot by 
local labour using local materials. 8 Except for the rails and cross- 
ties, a railway line from the seacoast to the interior in ad under- 
developed country cannot be imported ; it has to be constructed 
locally. Any assistance from abroad must be indirect in projects 
of this sort. And a very large proportion of the capital goods 
needed for industrialisation are of this type. 4 

The comprehensive industrialisation of an under-developed 
country will encounter special import needs and balance of pay- 
ments difficulties, and so a need for foreign loans unless unusual 
precautions are taken. The reasons are chiefly three. 

1 Solomon Fabricant, Employment in Manufacturing , 1899-1939, New York, 
1942, p. 257. 

< 4 In 1937 the investment in steam railroads in the United States is -reported 
{Statistical Abstract of the United States, 1943, p. 457) at $25-6 billion or something 
less than $200 per head of population. This figure is probably an over-statement 
but is suffieient for illustrative purposes. 

* As Tufts has remarked in his analysis of the Japanese case ( loc . cit. f p. 7), 
" Most of the capital goods required in the industrialisation of Japan were 
produced domestically.** 

* The author has dealt with the problems of this section at greater length 
elsewhere, Buchanan, International Investment and Domestic Welfare, New York, 
1945, especially Chapters 2, 5, 6, 

No. 224. — YOi». xm. 
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First, the actual industrialisation itself will mean that mote 
machinery and supplies will have to be imported than before. 
In the early stages construction machinery and building supplies 
may be the chief items. Later perhaps textile machinery, 
electrical machinery, railroad rolling-stock and industrial raw 
materials will be more typical. All in all the industrialisation 
will usually be impossible without increased imports of various 
products that cannot be had in the home market. Imports will 
be directly stimulated by the industrialisation programme. 

Second, the industrialisation programme, involving as it does 
a large increase in total investment outlays in the country con- 
cerned, will generate an increased demand for imports simply 
because aggregate money income will be rising. The new de- 
velopments cannot proceed without investment expenditures, 
the investment expenditures inevitably increase money incomes, 
and without restriction part of the larger money incomes will be 
spent by the recipients for foreign-made goods. Goods formerly 
imported (simple manufactures, etc.) will be imported in greater 
volume and new items will enter the list. Hence there will be an 
induced rise in imports if steps are not taken to prevent it. The 
appropriate measures would be higher-income taxes, import* 
prohibitions or higher duties, and perhaps also increased excise 
taxes on domestic and foreign “ luxury ” goods alike . 1 

Third, the industrialisation of the country will also work in the 
direction of reducing exports below their earlier level, at least in 
its earlier stages. More domestically produced raw materials, 
including foods, will be consumed at home rather than sent abroad. 
Labour will probably be drawn away from some of the former 
export industries to work on the newer projects that are the essence 
of the industrialisation process. One cannot be altogether certain 
in these matters, but exports will probably tend to decline with 
industrialisation. 

1 In some areas higher income taxes may not be possible for the masses of the 
people because the economy is not sufficiently developed to allow personal income 
taxes to be used. Income taxes presuppose a fairly high development of the 
techniques of record keeping. In this case sates taxes or turnover taxes would 
presumably have to be used despite their inequities in burden. Higher import 
duties simply prevent people from spending their (now) higher incomes on 
foreign-made goods by making them more expensive. But it is also desirable to 
prevent economic resources at home from being drawn into the production of 
luxury goods because this means that fewer resources are available for pushing 
the industrialisation programme. Hence heavy excise taxes on luxury goods 
may be necessary to prevent their manufacture and consumption. A system of 
priorities for labour and materials, with luxury goods getting a very low rating, 
would be an alternative control technique. But only passing reference to th ese 
administrative problems is appropriate here. 
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But falling exports in conjunction with rising imports auto- 
matically make for a shortage of foreign exchange which the 
industrialising country will have to overcome. Exchange control 
is one possibility : the Government simply rations scarce foreign 
exchange amongst the many claimants. From an international 
point of view exchange control is not a happy solution for obvious 
reasons. A foreign loan, or a stream of foreign loans, is an 
alternative and in most instances a superior solution. The 
industrialisation process itself tends to create a scarcity of foreign 
exchange. Foreign borrowing increases the supply of foreign 
exchange, and so overcomes the scarcity. 

A moment’s thought will show that the amount of foreign 
borrowing for a particular industrialisation undertaking is not any 
precisely definable sum which can be set down in advance. It wifi 
depend, first, upon the possibilities for pushing exports and check- 
ing imports in the industrialising country, and so providing the 
needed foreign exchange without recourse to borrowing. Wide 
differences between countries, in this respect, will unquestionably 
prevail. In some cases the industrialisation prooess will mean 
the extensive development of export industries. But this will 
not be possible at onoe, with the result that for a time foreign 
borrowing will be nearly unavoidable if the development is to 
proceed. In other cases the emphasis may be strongly upon 
avoiding imports from abroad altogether : even machinery that 
could be had from abroad more cheaply may not be imported; 
but instead orders will be placed at home in order to develop a 
machinery industry within the country. With such widely varying 
possibilities one can scarcely generalise on the amount of 
“necessary ” foreign borrowing. 

The amount of foreign borrowing needed to assist industrialisa- 
tion will depend secondly, however, on how drastically the country 
is willing to cut current consumption to speed capital formation 
and on how rapidly the country is determined to carry through its 
plans. In general, the greater the restriction of current 
consumption the less the need for foreign borrowing, and con- 
versely, of course. On the other hand, the greater the speed 
required the greater the need for foreign borrowing. And again 
conversely. 

If the oountry is willing to cut consumption out of current 
output to very low levels so that oapital formation can prooeed 
apace, then foreign borrowing may even be avoided altogether. 
The U.S.S.R. industrialised virtually without foreign loans 
except for some medium-term commercial credits. But tins 
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entailed keeping the output of consumers’ goods at exceedingly 
low levels, and even exporting grain to pay for needed imports, 
despite the fact that some people were even starving at home. 
This will he precisely the difficulty in some low-income areas of 
to-day. The level of consumption is so exceedingly low that any 
reduction will force starvation, or at least great hardship, upon 
many millions. Yet without an increase in domestic savings 
not much real capital formation can occur. All the same, produc- 
tive oapital formation means cutting consumption or diverting 
resources from non-productive oapital formation. But there 
is a limit here, and foreign borrowing may ease the burden by 
allowing consumption to be maintained at a satisfactory level 
through greater imports while productive oapital formation 
proceeds'. 

Clearly the pace set for attaining an industrial status will 
modify or aggravate the foregoing. A five-year programme or a 
ten-year programme will require more outside assistance per year 
to supplement domestic consumption than one extending over a 
quarter century . 1 A very poor country that endeavoured to 
industrialise at a very rapid rate would have to borrow enormous 
sums abroad or allow many of its people to die of starvation. 

Thus the question of how much foreign borrowing is ‘ * neces- 
sary ” to assist in the industrialisation of economically baokward 
areas has no easy answer. External factors set the technical 
possibilities, but the ability, and, above all, the willingness of 
people to put themselves on short rations will fix the practicable 
answer. 

Thus the road from lower to higher per capita incomes via in- 
dustrialisation has its obstacles . The nineteenth-century sequence 
•will probably not be repeated. The State rather than the drive 
of private enterprise in pursuit of profits will determine the major 
features of industrial development in the (now) low-income areas. 
Domestic savings and investment, labour training and mobility, 
imports and exports, foreign borrowing and home finance will be 
guided by the visible hand of the State in the quest for higher 
incomes through industrialisation. Whether in the densely 
populated areas natality can be sufficiently held in cheok to permit 

1 We use the phrase “ to supplement domestic consumption ” to cover all three 
difficulties (discussed above pp» 640-51) tending to create a shortage of foreign 
exchange. For, necessary imports can be paid for out of current exports by 
cutting home consumption ; if exports, instead of being allowed to fall as industrial- 
isation proceeds, are in fact maintained this means a reduction in domestic 
consumption too. Foreign borrowing, therefore, is an alternative to a reduction 
in home consumption. 
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a substantial and sustained gain in real incomes per capita cannot 
now be proven or disproven. Certainly the attempt to pash 
industrialisation has a powerful drive from several sides. And 
since real capital investment has the character it does, much of the 
investment undertaken will remain beyond any population 
crisis that may develop. In other words, the resulting capital 
goods and equipment will not be wiped out even though several 
millions should die of starvation either through miscalculation 
or too hurried a pace in the industrialisation programme. The 
next attempt thus will start from a higher plane. Consequently 
from a long-term point of view even an industrialisation programme 
that misfires is likely to have lasting benefits. But such a false 
start is only a possibility, not a forecast. 

Norman S. Buchanan 

University of California, 

Berkeley. 



ECONOMIC MODELS WITH SPECIAL REFERENCE TO 
MR. KALDOR’S SYSTEM 

I. Introduction 

The discussion in quantitative terms of problems of general 
eoonomic policy, such as a policy for full employment which is 
occupying so many minds at the present time, requires a know- 
ledge of the interaction of transactions throughout the economic 
system, and so brings into practical importance a certain type of 
economic model or representation. It would, we think, be 
generally agreed that the fundamental condition for success in 
maintaining “ full ” employment is that expenditure for current 
goods or additions to stocks of equipment and works of all 
kinds must equal the value of the output of the factors of pro- 
duction when they are “ fully ” employed. One may assent to 
this proposition without necessarily believing that this condition 
oan be satisfied in practice by a policy which takes acoount only 
of aggregates and ignores the special problems of individual 
industries and areas. 

Given a definition of “ full ” employment and a level of prices 
and rates of remuneration, it is possible to calculate a potential 
national product defined as the value which would be produced 
by all the factors of production at this level of employment and 
prices, etc. On the assumption that the current level of prices, 
etc., is chosen, the difference between the potential product and 
the current product will represent, as a first approximation, the 
additional expenditure required to achieve full employment. 
There are many different forms which this additional expenditure 
may take, but in framing a policy account must be taken of the 
reactions which will be made by other parts of the economy to 
any change that is made. For example, if net oapital formation 
is increased without a fall taking plaoe in some other form of 
expenditure, the increase in incomes so generated will lead to a 
rise in consumption. The precise amount of this rise will depend 
on the reaction of the community to a rise in its income, and is 
summed up in the propensity to oonsume relation. It oan only 
be determined by observation. 

The remaining sections of this paper are three in number. 
Section II deals briefly with the nature and use of economic 
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models. Section III sets out in symbolic terms the model which 
appears to underlie Mr. Kaldor’s interesting and important treat- 
ment of the post-war employment problem in this country. 1 
In this section we confine ourselves to the character of the model 
and tiie prooess of reasoning that leads to the numerical solutions 
reached by Mr. Kaldor. We are not concerned at all with the 
validity of the assumptions which lead to the assumed fixed 
values of some of the variates, suoh as the potential national 
product. Finally, in the last section we consider some of the 
main problems, economic and statistical, arising out of the 
construction and use of models which seem to require further 
research. 

II. The Nattjbe and Use of Economic Models 

An economic model is a closed symbolic representation of the 
interaction of certain economic phenomena. A certain number 
of variates, say n, are selected for study (the unknowns), and 
these are connected by an equal number of independent relation- 
ships (the basic equations). It is not essential that the model 
should cover the whole of an economic system (such as the 
interrelated world economy), but, if it does not, it represents a 
system of “ inside ” relationships which are subject to disturbance 
by variations from outside. Thus we may consider only one open 
eoonomy, and take as given the factors in the rest of the world 
which operate on that country’s balance of payments. Or we 
may restrict the scope of the model still further, and interest our- 
selves in only a part of one economy, treating the remainder as 
outside influences which are given. In the example of the next 
section Mr. Kaldor is mainly interested in methods of securing 
full employment by fiscal measures and therefore treats many 
factors, suoh, for example, as capital formation, as outside that 
part of the economic system which his model is intended to 
represent. 

But apart from restricting the extent of the model, it is also 
possible to restrict the degree to which any area selected is covered. 
Thus, in estimating the propensity to consume relation, we 
should probably be content to explain the major part of the 
variance of consumers’ expenditure mid to regard the many 
small factors that account for the remaining part of the variance 
as outside the system. The extent to which a model may be 
restricted and the degree to which it may be simplified depend 

1 8m Appendix C of Sir WiiHsm Beveridge's Full Employment m a Free 
Sooitfy (1944), pp. 344-401. 
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on tiie purposes for which it is to be used. A model which is 
perfectly satisfactory for some purposes may be quite useless for 
others which involve the same variates. 

It is worth noting that the concepts and relationships chosen 
for the construction of a model are not given by nature, but are 
largely the invention of the investigator and depend on the way 
in which he thinks it profitable to represent experience. The 
most appropriate choice of variates and relationships with which 
to represent a variable system may only be invented after centuries 
of investigation, throughout which representations that from the 
“ final ” point of view seem unnecessarily clumsy succeed in 
“ saving the phenomena.” 1 It even appears to be possible for 
distinct and seemingly incompatible representations to provide, 
within limits, a satisfactory account of observation. Indeed, 
some writers maintain that in principle any set of observations 
can be explained in an indefinitely large number of ways. It is 
largely an illusion based on taking existing concepts and theories 
for granted that enables us to talk as if variates and relationships 
exist in nature and are not simply one of many ways by means 
of which observations can be represented. 

Not much will be said here about the variates that enter into, 
economic models. In the example of the next section they are 
composed of transactions (receipts and payments) expressed in 
money terms and rates of taxation. For other purposes it may 
be necessary to introduce quantities of goods and services bought 
or sold, prices and interest rates, stocks of all kinds, and indeed 
any other variate, whether economic or not, which is closely 
associated with the subject-matter of the inquiry. 

More must be said on the nature of the relationships that 
are used in the model. These may take the form of (I) definitions, 
(II) institutional or behaviouristic equations, and (III) assump- 
tions. The last category may be further subdivided into (i) values 
ascribed to variates which enter the model but whose laws of 
variation do not form part of the model, and (ii) equilibrium 
conditions, for example that the budget deficit is zero, intro- 
duced in order to limit, either by hypothesis or with a view to 
intended policy, the field of variation of the model. Let us 
oonsider these different forms of relationship in greater detail. 

First, the freedom of a set of variates to vary independently 
may be restricted by the faot that some of the variates (such as 
the. elements of personal outlay) are so defined as to add up to 
another set of variates (the elements of personal inoome). All 

1 Bee Factor Analysis (1941), by Hokioger and Harman, p. 7. 
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the definitions of the example in the next section are either of 
this form, depending essentially on the balancing property of 
individual accounts, or simply state, for example, that total 
saving is equal to the sum of the saving out of different types of 
income. In other cases different forms of definition will arise, 
such as the obvious one that for any commodity the value bought 
(or sold) is equal to the quantity bought multiplied by the price. 

These relationships are nothing more than the definitions 
introduced by the investigator as a result of the concepts with 
which he works. They are largely independent of the eoonomio 
system which is being studied, and contain no adjustable para- 
meters. They may be linear, as in the present case, or non-linear, 
as in the last example given above. - 

The second type of relationship is quite different, and repre- 
sents some aspect of the economic system studied. While it will 
be formulated as an hypothesis, and theory will suggest its general 
character, observations are capable of rejecting the hypothesis 
and, if it is not rejected, are needed to provide information on the 
numerical value of the adjustable parameters that enter into it. 
An example is the propensity to consume relation. This is a 
statement of the hypothesis that consumption depends on in- 
come. But in fact consumption, even for a whole community, 
may depend on other factors which are in principle independent 
of income, and even if it does not, may vary either a lot or a little 
with a given variation in income. Relationships of this kind 
involve adjustable parameters, and depend on observation for 
their validation. 

The third type of relationship is essentially a condition 
imposed by the investigator. Its purpose may be either to assign 
a value to a variate which enters into a model but is not deter- 
mined by it, or it may be to see what would happen if the model 
were to operate subject to certain constraints which for policy 
reasons it is desired to impose on the system of which the model 
is a representation. We shall meet both types of condition in 
the next section. 

A distinction must be drawn between static and. dynamic 
models. A static model is capable only of giving one value to 
each variate unless some of the conditions are changed from 
outside. A dynamic model, on the other hand, shows the way in 
whioh a situation will develop if the model is allowed to work 
without interference from outside. Models of the latter kind 

1 Non-linear relationships may frequently be closely approximated by a 
linear form. See, for example, Statistical Tenting t>/ Bueineee OyeU Theoriee, 
VoL It (1980), by J. Tinbergen, p. 80. 
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havte been studied in eeonomios by Frisch, 1 Tinbergen * and others,* 
and are useful in principle for discovering the quantitative effects 
of different lines of policy when they are allowed to develop, Mid 
in finding out how far a proposed line of policy will lead eventually 
to a steady-state position. The model of the next section is 
static, the numerioal values attached to some of its variates 
being treated as independent of the changes that take plaoe in 
others. 


III. Mb. K at, dor’s Model 

This section is devoted to an exposition and discussion of the 
model which appears to underlie Mr. Kaldor’s work cited above. 
Its object is twofold. First it seems useful to set out in a precise 
way the basis of Mr. Kaldor’s valuable contribution to statistical 
economics, with the objects of understanding it more dearly, of 
being in a position to criticise it constructively and of seeing 
what alterations are needed if slightly different problems are to 
be solved. Second, it is the belief of the writers that models of 
this kind are about to assume considerable practical importance, 
since a statistical as opposed to an intuitive approach to economic 
problems must inevitably make use of this kind of analysis. It is 
therefore important that the many technical problems, economic 
and statistical, should be fully discussed. Mr. Kaldor’s work 
offers a valuable example of the type of problem that arises, and 
many of the remarks which follow are not to be regarded as a 
criticism of what he has done, but rather as a survey of some of 
the improvements in available information and technique that 
need to be introduced if his approach is to be extended and 
refined. 

We shall now set out to the best of our ability (a) the symbols 
to be employed, (6) the structure of the relationships and (c) the 
numerical solutions and the steps in the reasoning. 

(a) The Symbols 

The symbols given below are used in this paper for the variable 
elements in the analysis. In general, the definitions adopted 

1 See “ Propagation and Impulse Problems in Dynamic Economics ” in 
Economic Essays in Honour of Gustav Cosset (1933), pp. 171-206. 

* See Statistical T otting of Business-Cycle Theories. L A Method and its 
Application to Investment Activity (1939). II. Business Cycles in the United 
States of America 1919-1982 (1939). 

( B.g., L, R, Klein, whose recent study of the United States economy has been 
circulated in rninicograpbed form. 
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follow those given in the national inoome White Paper, 1 although 
there are a few small differences. 

P ass rent of land and buildings, interest and profit arising in the 
private sector paid out to persons 

V — business saving 

0 — miscellaneous income from public property, eto. 

L — salaries 
W = wages 

F = inoome of the armed forces 

V — net national income at factor cost 
C = consumption at factor cost 

X = government expenditure on goods and services at factor 
cost 

V — private domestic capital formation at factor cost 
B — balance of payments 

N — national debt interest paid to the private sector of the 
economy 

T — other transfer payments (social inoome) 

S = private saving “ at faotor cost ”, excluding death duties 
D — direct tax accruals of the private sector, excluding death 
duties 

E = death duties 

I = indirect tax accruals of the private sector 
Z = net lending of public authorities 
Q = exports of goods and services at faotor cost 
M = net income from overseas assets 
A = imports of goods and services 
A = proportionate ohange in the rate of direct taxation 
H = proportionate change in the rate of indirect taxation 

(b) The Structure of the Relationships 

In this section we set out the equations 2 which underlie the 
description of the various routes to full employment discussed 
by Mr. Kaldor. These are numbered, and the contribution of 

1 The issue current when Mr. Kaldor was writing was Cmd. 6520 (April 1944). 
The latest issue is entitled National Income and Expenditure of the United Kingdom 
1938-1945, Cmd. 6784 (April 1946). 

* Not all the constants in the equations are given explicitly by Mr. Kaldor : 
in general, in equations of the form y ■* a + 6*, 6 is given and a has had to be 
calculated from the value of 6 and other figures explicitly set out. Since b is 
usually given only to two significant figures, it is not to be expected that the 
equations we have inferred from these constants will exactly reproduce Mr. 
Kaldor’s results. 
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eaoh set of equations to the total number of variates and indepen- 
dent equations is stated. Equations (9) to (12) contribute only 
three independent equations, since if they are considered together 
with (1) one of them can be obtained by difference. 


Number 

of 

variates. 


Number 
of inde- 
pendent 
equations. 


I. Definitions. 

(1) P+U + G + L + W + F=*Y 

(2) C + X+V + B = Y 

(3 ) Y +N + T -G -~*C + S + D+E + I 

(4) D + E + I + G = X + T + N + Z 

(5) Q+M -A — B 

(6) £D, = D(i = (jo-f n), u, l, ip and (/ 4- t )) 

(7) £1, « I (i » (p -f n), u t l , w, (/ + t) and q) 

(8) ZSi = S (t « (p + n)> u, l , w and (/ + t)) 

37 

8 

II. Institutional equations. 

(9) P = 88 4- 0*28 F 

(10) U + G « - 705 + 0-23F 

(11) Xr sas 492 + 0*13 F 

(12) W + F = 127 4- 0*36 F 

0 

3 

(13) D #+ * - (1 + A) [- 278 + 0-35 (P + N)) 

(14) D u x=(l + A) (-20 4- 0*3317) 

(15) A (1 -f A) ( — 60 -f- 0-10L) 

(16) D w — (1 -f- A) ( — 28 4- 0-02 W) 

1 

4 

(17) I,, n = (1 +n) [61 + 0-04 (P + AT)] 

(18) 4 • (1 + /*) (2 + 0-0217) ! 

(19) h « (1 + #*) (60 4* 0-10L) 1 

(20) /„ = (1 + n) (59 + 0*146 IT) 

1 

4 

(21) SL\ + B - - 167 -f 0*25 (P + N - D„ m - /,+„) 

(22) * « 0 + 100(17- D U ~I U ) 

(23) A = - 53 4- 0*15 (L - D t - /,) 

(24) A, « - 61 4- 0-10 (TF — A, — J„) 

0 

4 

(26) 4 « 74 + 0-15F 

0 

1 

III. Assumptions. 

(26) 22? = 90 

(27) P ** 80 

(28) (7 * 40 

(29) If » 200 

(30) N « 200 

(31) Q = 520 

(32) T * 275 

(33) F - 460 

(34) F « 6,175 

(35) Df+t « 0 

(36) J /+l « 40(14-#*) 

(37) f, - 0 

(88) 4+, - 0 

0 

13 


39 

87 


Two more equations are needed to dose the system, and it 
is in terms of the alternative possibilities here that the different 
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routes to full employment are defined. The combinations dis- 
cussed by Mr. Kaldor are set out below : 


Route I. 

H. 

lift. 

in. 

Mi. 

IV. 

(30) A«0 
(40) ft « 0 

(41) A = ^ 

(42) Z = 0 


(41) A 

(43) X = 800 


(42) Z « 0 

(43) X *= 800 


(c) The Numerical Solutions 

In the last section we have attempted to reconstruct the form 
of Mr. Kaldor’s model ; here we shall try to show step by step the 
way in which the conclusions follow from the model. Insofar as 
the numerical results obtained here agree with those originally 
given by Mr. Kaldor, we may conclude that the reconstruction 
is correct. One or two small difficulties will be found to arise, 
and these will be remarked on below. 

The line of approach is as follows. The potential net national 
income, Y, is given independently of this analysis by (34). This 
value is then inserted in (9) to (12), and the following values are 
obtained for the shares going to the different factors of production. 
Where differences are trivial the figures in the book are given to 
avoid confusion. 

P = 1,636 
U + 6 = 486 

L = 1,166 
W + F = 1,990 

Y = 6,176 


Next the other three main sets of institutional equations are 
simplified and reduced in number by first substituting for the 
different types of income in (13) to (16) and (17) to (20), and then 
substituting for the tax payments out of these incomes in (21) to 
(24). We now have tax payments and saving out of each type 
of income in terms of the rates of direct and indirect taxation 
(x and |x). When these equations for the different types of income 
are added and substituted in (6) to (8), we get three equations 
fundamental to the solution : 

(i) D = 622 (1 + A) 

(ii) I = 684 (1 + fi) 

(iii) S — 663 — 218X — 102|i 

Equation (3) may be re-written 

fl=r + N + !T — C7 — (D+tf'+I + <?) 
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Substitution far the term in brackets from (4) gives 

8 = (T-C-X)-Z 

and substituting from (2) for the term in brackets again, we get 

(iv) 8 = V + B - Z, 

an identity that, owing to equations (25) and (5) and assumptions 
(33) and (34) yields 

(v) Z = 330 - 8 

Combination of (iii) and (v) enables Z to be written in terms of 
A and fi, and substituting in (4) from this for Z, for D and I (from (i) 
and (ii)) and for E, O, N and T (from (26), (28), (30) and (32)) we 
can express X also in terms of A and /x. 

The two resulting equations : 

(vi) Z = - 223 + 218A + 102*x 
and (vii) X = 1,084 + 304A + 582/x 

contain four variates, two of which are determined by each of the 
alternative pairs of equations of equilibrium. Solution of the 
equations gives values for the other two, and the remaining 
variates D, I, E, C and 8 can easily be found by substitution. 

For convenience of reference the numerical results given by 
the equations are given below in tabular form. 


Route 

I. 

II. 

Ila. 

III. 

Hla. 

IV. 

Variate 

A 

0 

0-70 

1-02 

- 0-32 

0 

1-66 

/A 

0 

0-70 

0 


- 0-49 

- 1 35 

z 

- 223 

0 

0 

- 326 

- 273 

0 

X 

1,084 

1,701 

1,305 


800 

800 

D 

522 

886 

1,050 

355 

522 

1,386 

I 

684 

1,161 

684 

465 

350 

- 241 

O 

3,761 

3,143 

3,450 

4,044 

4,045 

4,045 

8 

553 

330 

330 

656 

603 

330 


It will be seen that in most cases the figures are not very 
different from those given by Mr. Kaldor, and, as explained 
above, exact correspondence is not to be expected in view of 
rounding-off errors. An exception to this general statement is 
that the values for A (though not those for /it) given above would 
appear to show greater differences from those obtained by Mr. 
Kaldor than can be explained by such errors. Mr. Kaldor has 
0*68 and 0*94 for routes II and Ila respectively, where we have 
0*70 and 1-02. On the other hand, our answers for the other 
variates are similar to Mr. Kaldor’s. The main explanation for 
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these discrepancies lies in the fact that, despite the statements 
in paragraph 17, death duties have been treated exactly like other 
direct taxes. This means that equations (21) and (26) become 

(21a) S, + » = - 235 + 0-25 (P + N - E - D„ + » - I„ +( ,) 
and (26a) E = 90 (1 + A). 

It is also understood that in Mr. Kaldor’s calculations the indirect 
taxes entering into equation (36) were assumed constant so that 
for this equation there must be substituted 

(36a) If + t = 40. 

These changes require that the derived equations for Z and 
X be altered to 

(via) Z = — 233 + 241A + 102 p 
(viia) X = 1,094 + 371 A + 542/z 
with the following effect on E and the variates listed above. 


Route 

I. 

II. 

Ha. 

III. 

Ilia. 

IV. 

Variate 

A 

0 

0-68 

0-97 

-0-32 

0 

1-68 

/4 


0*68 

0 

-0*32 


-1*70 

z 

-233 

0 

0 

-343 

-288 

0 

X 

1,094 

1,714 

1,453 

800 


800 

* D 

522 

877 


354 

522 

1,401 

I 

684 

1,121 

684 

477 

335 

-488 

C 

3,751 

3,131 

3,392 

4,045 

4,045 

4,125 

s 

563 

330 


673 

618 

330 

E 


151 

177 

61 

90 

242 


A comparison of this table with the results given by Mr. 
Kaldor in paragraph 23 shows a fairly close agreement. A com- 
parison of the two tables given here shows that the alternative 
sets of assumptions as to the form of equations (21), (26) and (36) 
lead to similar results except in cases where the policy pursued 
involves a large change in rates of taxation. This is especially 
the case in route IV. 

IV. Problems Arising from Models 

The following brief discussion of the problems arising in this 
field 1 may perhaps conveniently be grouped under questions of 
interpretation and those of estimation. The former are mainly 
problems for the economist, the latter for the statistician. 

1 For a more detailed treatment of some of the problems arising in Mr. 
Kaldor's model and its American counterparts, see “ Model-Building and Fiscal 
Policy,” by A* G. Hart, in American Economic Remmo^ Vol. XXXV, Ho. 4, Sep- 
tember 1940, pp. 531-58. 
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(a) Problems of Interpretation 

(1) Models of the kind discussed above are statio and partial, 
being concerned principally with the responses of the economic 
system to changes in the sphere of fiscal polioy. Equations of 
types (I) and (II) (definitions and behaviouristic equations) 
determine the unknown values of the variates except insofar as 
this is done by equations of type (III) (assumptions). Once deter- 
mined, these values cannot change except as the result of a further 
change in the assumptions; they are stable equilibrium values. 
Granted that the assumptions are all capable of being realized 
simultaneously, the model provides a means of finding a valid 
approximation to the implied values of the remaining variates. 

(2) It is not always obvious that the assumptions are all 
capable of being realized simultaneously. For this to be so there 
must be some further relationships capable of determining the 
assumed variates in the manner assumed either as a result of the 
automatic working of the system or as a result of policy decisions 
of a kind not introduced into the system itself. 

This situation arises with particular force in the present 
instance in the case of private capital formation. It does not 
seem reasonable to assume a given level of private capital forma- 
tion independently of the level of, say, expenditure by public 
authorities on goods and services or of direct taxation. This 
difficulty, arising essentially out of the difficulty of introducing 
the variates controlling capital formation quantitatively into the 
model, can to some extent be avoided by working out the 
implications of the model on several different assumptions as to 
the level of capital formation. Where this is done it is desirable 
that a view should be expressed as to which assumption is thought 
to be most compatible with each of the different routes to full 
employment. This involves saying something about relation- 
ships or policy decisions or both which lie outside the model itself. 
In this way incomplete information which cannot conveniently • 
be used for extending the model can be brought to bear on the 
final statement of the probable outcome of alternative policies. 

(3) While the type of model under discussion provides a stable 
equilibrium solution, it' perhaps comes closer in practice to 
giving a first approximation to the short-term position. The 
reason for this is that many of the parameters in the equations 
of type (II) are based on the evidence of data for the period before 
the war the variations in which were dominated by deviations 
from equilibrium. This is frequently the case even where the 
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estimates of the parameters are not based on regression analysis, 
since in these cases also it appears th$t the values are intended to 
reflect relationships when the variates deviate from stable values. 
At the same time these relationships are fitted into a system in 
which some of the variates — e.g national income — are fixed at a 
certain level. Under such conditions of stability, relationships, 
like the propensity to save, would probably take on a form 
different from that whicK could be observed over a period of 
instability. In other words, the marginal propensity to save might 
be much smaller if the public expected stable conditions than it 
was in a period when all their experience led them to expect that 
conditions would be highly variable. 

(4) It may be noted in passing that the equations are normally 
treated as exact equations, although they are, of course, only 
approximate. As a consequence the answers obtained represent 
hypothetical projections based on the assumption that the usual 
disturbances are not present, rather than forecasts of the most 
probable values to be expected. 1 

(5) Just as we considered under (2) variates that enter the 
model explicitly, but whose value is determined by assumption, so 
in any model there will necessarily be a number of variates 
similar in kind to those included which dojnot enter the model at 
all. This is true in the present case of such variates as interest 
rates, prices and the quantity of money and other financial 
claims. The uses of the model are therefore restricted to situa- 
tions in which these other variates are irrelevant, except where 
it can be assumed that they can be controlled through policies 
which need not be specified. 

(b) Problems of Estimation 

(1) Model-building, in a degree that varies from country to 
country, comes up against the inadequacy of existing statistical 
material. Since the models are principally an aid to clear and 
consistent thinking, it is not a valid criticism that in part they 
involve guesswork. Indeed, it is essential in this kind of work to 
make the best use of all information available, however obtained, 
rather than to restrict oneself to that part of the field which can 
be covered by highly accurate estimates. The corollary of this 
is that a point will usually come at which the investigator has to 
warn the reader that certain estimates have had to be made to 

1 For an ejtaboration of this point see “ The Probability Approach in Eoono- 
metrios,” by T. Haavehno, ©specially pp. 55-9. This paper appeared as a supple- 
ment to JSconometrica , volume 12, July 1944. 
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complete the story, but that further information is needed before 
reliable results can be obtained. In many cases it will happen 
that broad estimates are good enough, and that no practical 
difference would be made by further refinement. For example, 
in estimating revenue from direct taxes in the United Kingdom 
it appears to be important to know how income is divided between 
earnings from work and property, but of comparatively minor 
importance to know the composition of these two classes. 

(2) Of the methods available for estimating past relation- 
ships the most important is regression analysis of time series. 
The difficulties here, fully recognised by Mr. Kaldor, arise partly 
from lack of data, partly in formulating the relationships in the 
system and partly in interpretation and testing significance. 1 
An example occurs in the estimation of the factor shares from 
total money income. The conclusions are considerably affected 
by whether or not the experience of the war period is included. 
In one way it seems more reasonable to work with peace-time 
experience, but against this there must be set the fact that if 
war-time experience is omitted a very considerable degree of 
extrapolation is involved and also a significant jump from 
immediate post-war experience. 

(3) A less obvious problem arises from the fact that we are 
here dealing with a system of relationships. It can be shown 
that, where in such a case the coefficients in all the equations of 
type (II) are estimated from regression equations based on the 
method of least squares, bias will in general be introduced into 
the estimates of the coefficients if each equation is treated on its 
own. It would be inappropriate here to do more than mention 
this problem and refer to the growing literature on the subject. 2 

(4) A problem of a different kind arises where the parameters 
in a relationship have to be estimated in circumstances in which 
some sort of average relationship can be obtained, but nothing 
is known from observation of changes in the relationship at 
different levels of one of the variates. An example in the present 
case is the propensity to save relationship. Here it is recognised 
that from theoretical considerations it is to be expected that the 

1 For a more detailed discussion on some of these problems see “ The Analysis 
of Market Demand,** by R. Stone, in J.R.S.S. , vol. CVIII, Pts. III-IV, 1945, pp. 
286-382, especially sections 2 and 3. 

* See, for example, “ The Statistical Implications of a System of Simultaneous 
Equations,** by T. Haavelmo, in Econometnca , vol. II. January 1943, pp. 1-12, and 
“ Statistical Estimation of Simultaneous Economic Relations,” by T. Koopmans, 
in Journal of the American Statistical Association , vol. 40, Deoember 1946, pp. 
448 - 66 . 
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partial derivative of saving with respect to income is probably 
an increasing function of income. This being so it would be 
desirable to recognise this fact in the relationship used except in 
so far as the analysis is intended either as a pure illustration or as 
an indication of what would be the outcome under conditions in 
which the adjustment required was the least that was at all 
plausible. It may be objected that to invent plausible coefficients 
is to introduce the personal factor too prominently into the 
analysis, but in fact it is only to recognise that available observa- 
tions must be supplemented by considerations of theory and 
judgement. 

(5) The question discussed in the preceding paragraph is really 
only one aspect of the problem of new situations. In projecting 
past experience into the future one can only assume that the future 
will be like the past in the relevant particulars, except in so far 
as there is evidence of dissimilarities. One aspect of the matter 
which seems likely to be important, and which is common to a 
number of branches of applied economics, is the change introduced 
during the war by the considerable shift in the distribution of 
disposable income. Here is a subject on which more light is 
needed both in this connection and for study of the demand for 
individual commodities. 


Department of Applied Economics, 
Cambridge. 

London. 


Richard Stone 
E. F. Jackson 



THE SOCIAL SECURITY MOVEMENT IN INDIA 


The social security movement in India had been extremely 
slow in the period preceding the outbreak of World War II — so 
much so that no attempt has yet been made to trace its course and 
study the nature of its progress. But the period of the World 
War II witnessed a rapid progress of the movement ; and what has 
been accomplished recently, especially since 1943, far exceeds the 
measure of realisation during the first forty-two years of the 
present century. It is only by looking back from the present 
heights that the growth of the movement in the early period, 
modest as it has been, becomes perceptible and submits itself to a 
connected historical treatment. A perusal of its development in 
the earlier stages is highly valuable, if only because it will make 
possible a correct appraisal of its swift progress during the last 
three years, as also of its future possibilities. The recent achieve- 
ment, though still far behind the ideal position, is very gratifying 
when it is seen against the indifferent landscape of the earlier 
decades. But in the general atmosphere of considerable discontent 
that prevails in India, a gulf between the actual and the ideal is 
liable to be unfavourably interpreted ; and it is necessary to put 
the recent progress of the movement in proper perspective with 
regard to the past as well as the future. 

We may study the growth of the social security movement in 
India in the following four periods : (I) Pre-1918 Period : Period 
of Inactivity; (II) Inter-War Period (1918-1939): Period of 
Agitation; (III) Second World War Period (1939-1945) : Period 
of Rapid Plan-Making; and (IV) Post-War Period (1945- ) : 

Period of Action. 


I 

Pre-1918 Period : Period of Inactivity 

2. Though the first sickness insurance law in the world which 
heralded the advent of social security was passed as early as June 
15, 1883, the social security movement in India began nearly half 
a century later. It may be said to have begun, in the strict sense 
of the term, in March 1928, when the Indian Legislative Assembly 
considered the question of the ratification of the two draft 
Conventions and one Recommendation relating to sickness 
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insuranoe, which the International Labour Conference had 
passed at its Tenth Session in 1927. The late beginning of the 
movement in India is not surprising. Social security as a measure 
of income-maintenance was originally designed to help the 
industrial worker, and though in theory its scope has now been 
widened so as to be co-terminous with the population as a whole, 
save perhaps the idle rich, it still continues to be confined mainly 
to industrial workers in a majority of the progressive countries 
of the world, U.S.S.R. and New Zealand being notable exceptions. 
Mechanised industrialisation in India, the origin of which can be 
traced as far back as 1838, when the first cotton mill was started 
near Calcutta, made progress in any appreciable measure much 
later than in the West; and it was therefore natural that the 
movement of social security should begin in the former con- 
siderably later than in the highly industrialised countries of to-day. 
In fact, the statutory regulation and protection of Indian labour 
began in the modern sense mainly after World War I. Before 
this date the important labour laws that had been passed were the 
Indian Factories Act, the Indian Mines Act, the Workmen’s 
Breach of Contract Act, the Tea District Emigration Act, the 
Madras Planters’ Act, and so forth, which were of a primitive 
nature, and were found unsatisfactory in several respects. The 
important and useful laws that now constitute the Indian Labour 
Code came in the wake of peace established after the cessation 
of the 1914—18 hostilities and of the formation of the International 
Labour Organisation (which gave a new speed to the statutory 
protection of labour throughout the world), as witness the Indian 
Workmen’s Compensation Act of 1923, the Indian Mines Act of 
1923, the Indian Boilers Act of 1923, the Indian Trade Unions Act 
of 1926, the Trade Disputes Act of 1929, the Indian Children 
(Pledging of Labour) Act of 1933, the Indian Dock Labourers’ 
Act of 1934, the Payment of Wages Act of 1936, the Employment 
of Children Act of 1938, and a series of valuable labour laws 
passed by several Indian Provinces. In such a set-up of limited 
industrial progress, when the problem of industrial labour was 
neither prominent nor pressing in the eyes of the Government and 
the public, and was eclipsed by other more important issues, and 
when, indeed, the theory and practice of social security in the 
world were in infancy, the social security movement could not 
possibly take root and thrive. The period preceding 1918 is 
therefore conspicuous by the complete absence of any social 
seourity movement in India. 



170 


THE ECONOMIC JOURNAL 


[BBC. 


n 

Inteb-Wab Pebiod (1918-1939) : Pebiod of Agitation 

3. The inter-war period saw considerable industrialisation of 
the country, resulting in an appreciable increase in the number of 
factory workers. The labour problems began to receive attention 
on the part of the authorities and the public. The international 
standards set by the International Labour Organisation made 
India realise the grave deficiencies in her system of labour 
regulation and protection, and efforts were made to remove them 
as far as possible. Organisation among workers also grew up, 
and they began to make a demand for the amelioration of their 
conditions. Attempts now began to make some provision for 
the so-called social contingencies ; and though the approach was 
not always of the nature of social insurance, nor was it of 
a unified and comprehensive character, the social seourity 
movement did certainly begin to take root. Several competent 
bodies, official and non-official, thought of social insurance as a 
measure to provide against social contingencies, and if they did 
not in all cases recommend its immediate introduction in India, 
it was mainly because in their opinion the time was not opportune 
for such a step. The protection provided during this period 
against some of the social risks fell, in all cases, short of social 
insurance status. 

4. The first social contingency against which provision was 
made during the inter-war period was “ employment injuries.” 
During the first period of our survey compensation could be 
claimed under the Fatal Accidents Act of 1855 by the heirs of the 
workers dying as a result of industrial accidents. But nothing 
could be claimed in case of non-fatal injures ; and even in the case 
of fatal accidents factory-owners could be held responsible for 
compensation only if the accidents were caused by their own 
personal negligence. The ignorance and illiteracy of the workers, 
their poverty, the fear of unemployment arising out of their 
taking an action against their employers, and such other factors 
further curtailed the benefits of this Act. Efforts made to improve 
matters in this regard in 1884 and 1910 proved futile ; and it was 
only in the aftermath of World War I, when a wave of industrial 
strikes overtook the country, that the question of workmen's 
compensation was seriously taken up. As a stop-gap measure a 
better provision was inserted in the Indian Factories Act on this 
subject at the time of its amendment in 1922 ; but a Workmen’s 
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Compensation Bill was introduced in the Indian Legislative 
Assembly only one year later, and became an Act in that very year. 

This Act is generally regarded in India as the first social 
insurance measure to be introduced in the country. The notion 
is, however, incorrect. The provision made thereunder is not of 
the nature of social insurance ; and this, indeed, is the root cause 
of many of the defects from which it has been found to suffer in 
aotual practice. This Act places the liability of compensating 
the worker in respect of industrial accidents "and diseases on the 
employer alone ; and does not involve an element of commercial 
insurance, much less of social insurance. There seems to be no 
valid reason why the employer should be made to bear the cost 
of compensation in its entirety when in many cases he could not 
have prevented the occurrence of the accident, and why it should 
not be covered, like any other social risk, in a tripartite manner. 
So long as this feature continues, the tendency on the part of the 
employers to evade the employment injuries liability is bound 
to persist. 

6. The second contingency against which provision was made 
during this period was maternity. But whereas the Workmen’s 
Compensation Act was an all -India piece of legislation passed by 
the Indian Legislature, maternity benefit legislation was passed 
by certain Provincial Legislatures only. The Presidency of 
Bombay was the first to pass a Maternity Benefit Act, in 1929; 
and the Central Province adopted the measure in 1930. The 
Royal Commission on Labour, while reporting in 1931, expressed 
approval of these measures and observed that “ the time is ripe 
for the introduction of legislation throughout India making a 
maternity benefit scheme compulsory in respect of women 
permanently employed in industrial establishments on full-time 
processes ” (Report, p. 263). They endorsed the idea of applying 
the social insurance principle to maternity, but opined that in the 
absence of a sickness insurance scheme the operation of a maternity 
benefit insurance scheme would be disproportionately costly, and 
therefore impracticable. They did not face the question whether 
the legislation should be passed on a provincial or an all-India 
basis, which we believe was very relevant at that stage. 
However, the examples of Bombay and C.P. were soon followed 
by a number of other Provinces, and such legislation was in force 
in Sind, Ajmer-Merwara, Madras, Delhi and U.P. by the end 
of the period under survey. This legislation also follows the 
principle of the Workmen’s Compensation Act of placing the 
liability for compensation or benefit solely on employers, with 
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the result that it has been found to be as much defective in 
practice. It has also been often designated in India as a social 
insurance measure, which it is not. 

6. The third measure that was adopted during this period was 
Chapter VIII of the Motor Vehicles Act of 1939, whereby pro- 
vision was made for the compensation of the members of the public 
dying or receiving bodily injury by the use of motor vehicles in a 
public place. The Act itself came into force on July 1, 1939, but 
the enforcement of its provisions concerning third-party liability 
insurance (Chapter VIII) was put off till July 1, 1943. In 1943, 
however, the war was in full swing, and there were several diffi- 
culties in the way of the enforcement of this Chapter ; hence its 
enforcement was once again postponed till July 1, 1940. 
According to this measure, all the motor-owners must take third- 
party risk insurance policies from private insurers as a condition 
precedent to the use of their vehicles in a public place. This 
legislative measure is a step further towards the road of social 
insurance, as it employs the principle of commercial insurance 
to risk coverage, as against the principle of employers’ liability. 
Moreover, it is not confined to industrial workers alone, but covers 
the population as a whole, which is significant. Finally, it 
does not cover an industrial risk, but a non-industrial accident 
risk, and is therefore a beginning in an entirely new direction. 
However, the coverage of accidents, industrial and non-industrial, 
through the device of social insurance is an essential ingredient 
of a complete system of social security ; and this measure falls 
short of the social security status. 

7. But while none of the three schemes discussed above 
reaches the level of social insurance, they certainly did prepare the 
ground for the application of this principle thereto in the near 
future. They may therefore be regarded as representing the 
agitation that was quietly going on in India for the establishment 
of a social security system. In addition to them, efforts were made 
to frame and introduce a health insurance scheme for the industrial 
workers during the period under survey. This question, as 
observed earlier, first arose in India in 1928. The Government 
of India then came to the conclusion that conditions were not 
favourable for the introduction of health insurance in India; 
but they expressed their full sympathy with the suggestion, and 
were anxious that such a scheme should be introduced as early 
as suitable conditions arose or could be created. They therefore 
approached the Provincial Governments with a view to obtain- 
ing their views on the subject. Several Provincial Governments 
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appointed committees to go into the question, but their reports 
were generally unsatisfactory, as were the replies of the Provincial 
Governments. They mentioned several difficulties in the way, 
but their chief ground for opposition was the likely repercussions 
of the measure on their purses. 

However, the Royal Commission on Labour which reported 
in 1931 did not regard these difficulties as so serious as to forbid 
the preparation of a suitable scheme, and made some valuable 
suggestions in this regard. The most important issue in this 
connection has been the collection of the morbidity statistics, 
which do not exist in an adequate quantity in India, and are not 
in any case of a suitable character. They therefore recommended 
that a few employers should agree to make experiments in the 
granting of sickness benefits and maintain records of their 
experience. Statistics collected by those organisations which 
already have sickness insurance schemes of their own in operation 
should also be secured. After adequate statistical material has 
been collected, the question of framing schemes should -be referred 
to a carefully selected formal committee, who might be instructed 
to examine the material and to make recommendations for the 
institution, if and where possible, of definite schemes. Such 
schemes could operate on the basis of single establishments where 
these were large enough, and small establishments might be 
oombined for the purpose. By the time the statistical material 
has been collected it may be possible for a more complete scheme 
to be devised. They also provided a rough and tentative health 
insurance scheme. Theirs was the first health insurance scheme 
to be prepared in India; and though it was never put into 
practioe, it certainly helped to give to the matter a more practical 
outlook. 

The Government of India, however, decided to handle the 
problem from the statistical end, and took steps to prepare 
questionnaires and forms for the collection of morbidity statistics 
and for the preparation of cards recording the case-history of 
workers, with the assistance of the appropriate authority in 
England. But the experience cards were found to be too com- 
plicated to be easily followed in India, and this line of approach 
was abandoned. They then resolved to follow the recommenda- 
tion of the Royal Commission, and suggested to the Provinces 
that an actual scheme of health insurance might be introduced in 
individual establishments. But the reaction of the Provinces 
was again discouraging and unsympathetic ; and the Government 
of India came to the conclusion in May 1937 that there was an 
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absence of any real demand for health insurance on the part of the 
Provincial Governments and employers, and indeed of workers if 
they were to be asked to contribute. 

About a year afterwards, in April 1938, the Cawnpore Labour 
Enquiry Committee, which was appointed to examine and report 
on the conditions of life and work of workers employed in Cawn- 
pore factories, supported the introduction of health insurance, 
and declared that the difficulties in its way could be surmounted 
and that the scheme could be worked. It thus gave moral support 
to the repeated efforts of the Government of India to get a scheme 
of health insurance prepared and introduced in the country. 
Nothing more was, however, done in this regard till the outbreak 
of World War II. But the agitation for health insurance was 
carried to such a point that it came to fruition in the following 
period. 

8. Attention was also paid during the inter-war period to the 
problem of unemployment insurance for industrial workers. 
The Bombay Strike Enquiry (Fawcett) Committee, which was 
appointed on October 13, 1928, to go into the causes of the strike 
that had recently taken place in Bombay, with a view to find out 
a basis of settlement, considered the question of unemployment 
resulting from the adoption of efficiency schemes, and recommended 
a scheme for the payment of a gratuity to a worker amounting to 
four weeks’ or six weeks’ wages, according to his length of service, 
out of an “ Out-of-work Donation Fund ” to be formed on a 
voluntary basis by employers’ and workers’ contributions. 
This scheme was, however, purely voluntary, and it is not sur- 
prising that practically no action was taken along this line. The 
Royal Commission on Labour, which was next to consider the 
matter, also declared that an unemployment insurance scheme 
could not be worked in India, mainly because the large labour 
turnover and migratory character of Indian labour made the risk 
incalculable. Consequently they endorsed the recommendation 
of the Fawcett Committee as regards unemployment caused by 
rationalisation, and recommended the extension of the famine 
relief scheme to cover general unemployment. The latter con- 
sisted in providing such work as slum clearance and road con- 
struction to the unemployed workers at a subsistence wage during 
a period of general unemployment. No action was, however, 
taken along these lines ; and the appearance of suitable circum- 
stances was awaited when the question of unemployment insurance 
might be appropriately tackled. The case for old age pension 
insurance also received little consideration and support. The 
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Royal Commission did not consider the issue at all, while the 
Cawnpore Labour Enquiry Committee merely recommended a 
contributory provident fund scheme. 

9. From the point of view of the actual achievement of social 
security ideals, the above survey provides a disappointing picture. 
Legal provision was made against employment injuries throughout 
India, and against maternity in certain Provinces only; but in 
both the principle of employers’ liability was adopted, and that of 
social insurance was not applied. In the sphere of third-party 
risks arising out of the use of motor vehicles in a public place, 
the scheme that was prepared failed to apply the principle of social 
insurance, and was handled merely as a branch of commercial 
insurance. Even so, this was not introduced. Some attention 
was certainly paid to health insurance, but the efforts of the 
Government of India did not succeed. Unemployment and old 
age pension insurance received little attention, and in no case did 
it rise to the level of social security, the general feeling being 
that the time was not ripe for their introduction. But an agitation 
for social insurance schemes had been created. The spadework 
done during this period served to help further growth in this line 
during the next period, the period of World War II, which 
achieved in the sphere of social security in India what the first 
four decades of the present century entirely failed to do. 

Ill 

World War II (1939-1946) : Period of Rapid Plan-Making 

10. The commencement of hostilities did not immediately 
improve the social security outlook in India. The tempo and 
character of progress witnessed in the preceding period continued 
almost unchanged for no less than three years till 1942, and 
nothing outstanding was done. At this stage the movement 
received great inspiration and encouragement from the work being 
done in some foreign countries in this connection. The publica- 
tion of the Beveridge Report on British Social Insurance and 
Allied Services in 1942, of the Wagner-Murray-DingeU Bill in 
U.S.A. in 1943, of Marsh Plan (Report on Social Security) in 
Canada and so forth inspired the Government of India to maroh on 
the road of progress. Feverish talks regarding the building up of 
the Indian economy anew also stimulated activity in this line. 
The period of war witnessed rapid and revolutionary changes on all 
sides, and it was psychologically possible for India to take a 
path-breaking step in regard to Booial security. Considerable 
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progress in industrialisation had also been made, and the 
problems of labour had begun to loom large, so that when ♦the 
question of social security was taken up, it found support from 
all directions. The substantial growth of the social security 
movement in India therefore commenced from the year 1943, 
when Professor B. P. Adarkar was appointed to frame a scheme of 
health insurance for the industrial workers of India. 

11. Before 1943 the question of health insurance continued 
to be tossed hither and thither, now to elicit the willingness of the 
various interests involved in the matter, now to decide precedence 
between the obtaining of morbidity statistics and the introduction 
of an experimental scheme. When the First Conference of Labour 
Ministers met at New Delhi in January 1940 the Government of 
India brought the question of health insurance before it and the 
following conclusion was reached : 

The idea of a sickness benefit fund (is) appropriate and 
further action may be considered after the Government of 
India have ascertained how far employers and labour are 
willing to contribute compulsorily to the fund. 

This resolution, though rathei indifferent, enabled the issue 
to be handled de novo. The reports of the two important labour* 
enquiry committees appointed by the Governments of Behar and 
Bombay appeared at this stage, and lent the weight of their 
authority to the necessity for an early introduction of health 
insurance in India. The latter handled the issue from a very 
practical angle. It deprecated the whole host of difficulties that 
had been pointed out time and again as being in the way of the 
introduction of health insurance in India, and actually prepared a 
tentative health insurance scheme for introduction in the Bombay 
textile industry, which was the second scheme to be prepared in 
India. But this soheme was very rough, and even incomplete, and 
was only suggestive. Before it could be introduced it required con- 
siderable study and work in several important directions which the 
Committee was not expected to do and could not possibly do for 
want of time and expert assistance. The Bombay Government 
did not act along the recommended lines, and the Government of 
India, who later examined this scheme with a view to its intro- 
duction in the whole of India, found it, among other things, too 
complicated. 

Only a few months after the publication of these reports a 
Labour Ministers’ Conference met again in January 1941. By 
this time the atmosphere had become more favourable for the 
consideration of the proposal. The Provincial Governments 
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realised the need for the scheme, and considered the time suitable 
for its introduction. Workers were anxious to have the scheme 
in operation as early as possible and were prepared to contribute. 
Employers also sympathised with the idea and were not, on 
principle, against the idea of their contribution. The Govern- 
ment of India declared that it was not necessary to postpone the 
matter till after the war. Consequently, the Conference went into 
the whole question with readiness on all sides, and came to the 
conclusion that a preliminary actuarial examination should be 
undertaken, and that in the light of such an enquiry a scheme 
should be framed involving contributions from employers and 
workers and in no case from the Government. The actuarial 
examination, it was suggested, should be confined to a few specified 
industries. 

The Second Labour Ministers’ Conference had evidently 
handled the matter from the wrong end, because morbidity 
statistics in India are conspicuous by their absence and no actuarial 
examination could possibly yield any useful result. It was 
subsequently realised that while it is true that a scheme 
should be framed on actual morbidity statistics, the latter can 
come into existence only after a scheme has actually been in 
operation for some time. It was thus a hen-and-egg puzzle, and 
the problem was which should come first. The then Government 
Actuary, Mr. J. H. Thomas, opined, and very rightly, that it 
would be better to frame an actual scheme of health insurance on 
intelligent guesswork and give it a trial ; later, when statistics had 
been collected and the scheme itself had worked for some time, it 
could be subsequently developed so as to be fit for application to 
the industry as a whole. This point of view was placed before the 
Third Labour Ministers’ Conference in 1942, and a tentative 
scheme was also prepared by the Labour Department in this 
regard, mainly to provoke discussion. 

The Third Labour Ministers’ Conference decided that the 
State should guarantee an interest-free loan to the Fund to meet 
any budgetary deficit that might arise, to be repaid when there was 
a surplus ; and that the scheme should in the first instance be 
applied to cotton and jute textiles and heavy engineering industries. 
It was further proposed that a small Committee of about three 
experts, including an actuary from the office of the Superintendent 
of Insurance, should be appointed to draw up a detailed scheme. 
This was accepted by the Government of India, with this difference, 
that they entrusted the work to an officer on special duty, who was 
to be assisted by the office of the Superintendent of Insurance and 
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a Panel of Advisers representing the employers and workers. In 
aooordanoe with this decision, they appointed in March 1948 
Professor B. P. Adarkar a special officer to frame a scheme of 
health insurance for the industrial workers. It was thus after a 
series of earnest efforts, covering a period from 1928 to 1945, that 
the Government of India succeeded in taking definite steps for 
the preparation of a complete and full-fledged health insurance 
scheme from the angle of its aotual introduction in the country. 

Professor B. P. Adarkar devoted about a year and a half to the 
preparation of his scheme, which he submitted to the Government 
of India on August 15, 1944. The Adarkar Scheme of Health 
Insurance is the first complete scheme belonging to the oategory 
of social insurance : it is the opening chapter of the history of 
social insurance in India. It is in full accord with the peculiar 
conditions of Indian labour, and incorporates the latest health 
insurance ideas of a theoretical and practical nature in so far as they 
suit India. It has been warmly welcomed by all the interests 
involved in the matter. 

During the course of his Report, Professor Adarkar also 
examined, exhaustively and critically, the working of the Indian 
Workmen’s Compensation Act and Maternity Benefit Acts, which 
are indeed borderline cases, and made a strong case for merging 
them in a unified system of health, maternity and employment 
injuries insurance. This Report was submitted for examination 
by two I.L.O. experts — Messrs. M. Stack and R. Rao — who were 
invited by the Government of India for the purpose, who not only 
almost wholly endorsed the recommendations of Professor 
Adarkar, but also expressed their agreement with him in regard 
to the provision of an integrated system of health, maternity and 
employment injuries insurance scheme. They modified his 
scheme so as to include in it the coverage of these two social risks 
as well. The modified Adarkar Scheme has already been discussed 
by the representatives of the Government of India with the various 
interests involved in the matter, and it has also been revised in 
the light of these discussions. The shape that it will ultimately 
take will remain a matter of speculation till an Act has been 
paseed, which in all probability will soon be done. Compared to 
the background of the social security movement in India up to 
1942, it is a remarkable achievement. 

12. The above scheme covers factory labour only. Mine 
labour does not enjoy in India the same degree of statutory pro* 
tection as is enjoyed by factory labour. It was therefore a 
step in the right direction that the Government of Tnriin. passed 
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the Mines Maternity Benefit Act in 1941, whereby leave and cash 
benefit are given by the employer to the pregnant female worker 
for a certain period before and after child-birth. The Govern- 
ment of India went even further four years later, and took steps 
to apply the social insurance principle in this sphere. Professor 
B. P. Adarkar has also prepared a scheme of maternity insurance 
for mine labour in India ; and it is hoped that the relevant legisla- 
tion in this regard will soon be passed. 

13. The problem of social security for maritime labour in 
India had gone by default in the pre-war period ; and it is a matter 
of gratification that steps have now been taken in this direction 
as well. Before the war about 200,000 persons from India were 
employed as seamen, a figure which rose by no less than 50% 
during the war. The utter absence of social security for them was 
a matter of great hardship to them. It is therefore timely that, 
at the instance of the Government of India, Professor Adarkar 
has also made a social security scheme for Indian seamen. While 
full details of this scheme are still lacking, it is understood that it 
covers sickness, unemployment, injury and old age. The scheme 
was considered some time ago by the ad hoc Advisory Committee 
of Seamen. An I.L.O. export on the subject, Dr. (Miss) Laura 
Bodman, also came to India to examine this scheme and gave her 
opinion thereon. Opinions of the organisations of seamen and 
shipping companies are being invited, and the final draft will soon 
be prepared, and perhaps introduced shortly afterwards. 

14. While the above work in the direction of plan-making has 
been nearly completed, efforts have simultaneously been made to 
do considerable spadework and collect relevant facts and figures 
which might furnish a suitable basis for the framing of a complete 
social security plan for India. To remove this handicap, the 
Government of India appointed a Labour Investigation Committee 
as early as February 1944, under the chairmanship of Mr. D. V. 
Rege, I.C.S. The Committee has now been working for a period 
of about two years, and has undertaken several comprehensive 
regional inquiries regarding labour conditions. The Report, it is 
learnt, will soon be ready. This will be the first India-wide 
comprehensive enquiry into labour conditions of this country 
since the investigation of the Royal Commission on Labour; 
and though the range covered by this Committee will not be equally 
wide, there is no doubt that its Report will be very informative and 
valuable from the social security angle. After the submission of 
the Report by this Committee, which might happen at any time 
now, the Government propose to frame a Beveridge Rian for India. 
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This will bring India into line with other progressive countries of 
the world on the plane of plan-making in regard to sooial security. 

15. Another remarkable event of the period under survey is 
the appointment of the Health Survey and Development (Bhore) 
Committee with a view to making a comprehensive and exhaustive 
survey of health conditions in India and recommending a soheme 
that should be adopted for ensuring satisfactory health to the people 
of the country. Good health has now oome to be regarded as an 
essential element of good living, and it is universally desired that 
this should be guaranteed by the State to every citizen, rich or 
poor; and India, though proverbially poor, has endeavoured to 
keep abreast of this development. This Committee has also com- 
pleted its comprehensive survey, the first of its kind in India, and 
its Report has now been submitted to the Government. Its 
Report is of great value, and has brought to the fore the leading 
problems concerning the maintenance of national health. 

16. At the same time, Bengal, Punjab and Assam passed 
Maternity Benefit Acts in the years 1939, 1943 and 1944 respec- 
tively. It has also been announced that Chapter VIII of the 
Motor Vehicles Act of 1939 (relating to compulsory third-party 
risk insurance) will come into force with effect from July 1, 1946. 
As to the remaining branches of social security, not much work 
could be done during this period. 


IV 

Post-War Period (1945- ) : Period of Action 

17. It is, however, clear from the preceding section that the 
social’Security movement in India entered into a new phase during 
the period of the World War II, and history will record it to the 
credit of the hostilities that they created conditions wherein India 
not only began to think in terms of social security, but also pre- 
pared certain plans relating to some social risks. This develop- 
ment, in comparison with the past history of the movement, oan 
only be described as revolutionary. We must, however, remember 
the deficiencies even on the plane of scheme-framing. India has 
yet to make a complete soheme of social security. She has not 
yet evolved a full picture of her social insurance structure : 
nothing beyond health, maternity and unemployment injury 
insfiranoe has been done up till now. Work in the sphere of social 
assistance requires even more considerable efforts. But seeing 
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that la a country so unfortunately situated as India we cannot 
hope to introduce a complete system of social security by one 
stroke of the pen, and that preliminary steps have already been 
taken for the formulation of a complete system of social security in 
the shape of the Labour Investigation Committee, this is not a 
matter of so much concern. In any case, there is a persisting 
feeling in India that mere plans do not carry us far on the road of 
progress, and that what is really required is action along the lines 
indicated in the schemes already prepared or about to be finalised. 
Consequently, in the post-war period that now lies ahead the 
problem of action will assume the greatest importance. 

18. In regard to this, the various limitations and hurdles in 
tiie way of the introduction of a full-fledged system of social 
security in India will have to be faced ; and the speed of the further 
progress of the movement will depend on the extent to whioh they 
are overcome. The most important limitation in this regard is 
the financial one — the other difficulties can be removed with 
greater ease and facility — so much so that it is correct to 
state that the availability of finances will determine the future 
growth of this movement. Indian industries as a class are not yet 
able to stand on their own legs, and in view of the probable keen- 
ness of foreign competition with which they have once again 
begun to be confronted, their contribution-paying capaoity must 
be taken to be of a limited order. The Indian workers are also 
poor, and cannot pay heavy contributions. The Government 
finances themselves are in none too prosperous a condition, wad it 
is too much to hope that they will be able to participate in the 
realisation of a complete social security system on a generous 
scale. Unless therefore conditions suddenly change for the 
better, and individual, corporation and Government budgets 
begin getting more prosperous, as might happen if an economic 
plan is introduced in the country, it is almost certain that the 
establishment of a complete system of social security in India 
would take considerable time. The problem of eoonomio planning 
has been before the country for some time past, and it is being 
realised that, for the time being at any rate, India cannot have a 
planned economy, though she may oertainly hope to have some 
developmental schemes. The latter will allow the introduction of 
only such social insurance schemes as have already been prepared. 
It is expected that during 1946 or by 1947 India will have an 
integrated system of health, maternity and employment injuries 
insurance scheme for mine labour and a more comprehensive 
scheme for Indian seamen. Hie introduction of a comprehensive 
No. 224. — VOL. lvi. ' SB 
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national health drive as envisaged by the Bhore Health Committee 
is, however, a matter of grave doubt, because it would be an 
exceedingly costly project. But even this much of development, 
if realised, will be an impressive achievement in view of the previous 
history of the movement in India. 

A. N. Agabwala 

The University , 

Allahabad. 



JEREMY BENTHAM AS AN ECONOMIST 
II. Bentham’s Influence 1 

Bentham and the Classical School — Bentham and the Historical 
School — Bentham and the School of Marginal Utility. 

In a letter to John Stuart Mill written in 1841, Auguste Comte 
expressed the conviction that Bentham must be regarded as 
“ the main origin of what is called political economy ” ( Lettres 
d’ Auguste Comte a John Stuart Mill, 1877, 4). This may sound 
a very odd and amazing assertion, as most books on the history 
of economic thought do not so much as mention Bentham’s name. 
Yet there is a great deal of truth in Comte’s statement, and 
Bentham himself would have heartily approved of it. “ I was 
the spiritual father of Mill,” he said {Works, ed. John Bowring, 
1843, X, 498), “ and Mill was the spiritual father of Ricardo, so 
that Ricardo was my spiritual grandson.” The claim as it stands 
is certainly exaggerated ; it would be nugatory to insist on Smith’s 
share in the paternity of classical economics; but there is un- 
doubtedly a strong streak of the Benthamite spirit in Ricardo’s 
thought, and in all classical economists. 

It is not necessary here to furnish concrete proof of the deep 
indebtedness of Ricardo and his school to Bentham and his 
philosophy : the identity of outlook is obvious to every reader 
of the Principles of Political Economy or Mill’s Elements. If it is 
permitted to use modem jargon, the matter can be summed up 
by saying that Bentham and the Ricardians had a common 
ideology. They shared the belief that man is essentially a selfish 
animal ; that it is useless to fight that selfishness, and unnecessary 
at the same time, because, where freedom is guaranteed, a conflict 
between personal and public welfare is precluded by the admirable 
meohanism of modem market relations; that this mechanism 
must not be clogged by governmental interference ; and that it 

1 The present paper is a sequel to, or rather the second part of, the study of 
Jeremy Bentham’s economic thought published by Dr. Stark in this Journal 
in April 1941. In the meantime, Dr. Stark has made a thorough investigation 
of Bentham’s unpublished manuscripts on eoonomic matters, and prepared a 
oritioal edition of them which will be published under the aegis of the Boyal 
Economic Society in the near future. This article is based entirely on Bentham’s 
printed work, but its conclusions have been confirmed in all points, and invalid- 
ated in none, by the study of the unprinted material. 
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will work the better, the more equality there is in society, because 
the free play of equal foroes will lead to the most sound and 
satisfactory equilibrium. Ricardo clothed these doctrines into 
the stern forms of economic theory : Bentham developed their 
implications in a host of philosophical, psychological, juris- 
prudential, educational and political writings. Their works are 
complementary, flesh of one flesh and blood of one blood. 

Still, though Ricardo was a Benthamite, Bentham was not 
exclusively a Ricardian. There are many undercurrents in his 
thought which foreshadow later developments in economics and 
sociology, and these, though less obvious, are for that very reason 
all the more interesting and worthy of close consideration. 

The generation which followed upon Nassau Senior and the 
younger Mill was not inclined to do Jeremy Bentham justice. 
Adolf Held, in his highly characteristic work Zwei Bucher zur 
sociahn Geschichte Englands, calls him a typical "Manchester 
man ” (cf. esp. 263), and this description is an implicit denuncia- 
tion. This adverse judgment pronounced by the historieo- 
ethical school has stuck, and many who should know better have 
thoughtlessly repeated it. 

Now, what characterises the typical Manchester man as Adolf 
Held and his followers envisaged him, is the conviction that the 
system of full economic liberty, as being in harmony with nature 
and reason, is always and everywhere unconditionally the best. 
In opposition to this view the historical movement upheld the 
opinion that no principle can be called absolutely the best, but 
that different times and countries demand different forms of 
economic and social, political and technical organisation. At the 
time when Bentham finished his economic writings, the conflict 
between absolutism and relativism had not yet reached the stage 
of open conflict, but a deeper study of his doctrine proves that 
he would by no means have taken exclusively the part of “ per- 
petualism ” and “ universalism ”. What led Held to his erron- 
eous judgment is the fact that Bentham stood for extreme liberal- 
ism ; but this liberalism was to him no absolute ideal. He wrote 
in England, and only for England, or at least for England and 
her equals (I, 171). 

“ Among these several classes, agenda, sponte acta, and 
^non-agenda, the distribution of the imaginable stock of in- 
stitutions will differ in a very considerable degree, according 
to the different circumstances of the several political oom- 
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munities. . . . The greater the degree of opulence, the greater 
the list of aponte acta — the less, therefore, that of agenda. 
In England, abundance of useful things are done by individ- 
uals, which in other countries are done either by government, 

or not at all In Russia, under Peter the Great, the list 

of aponte acta being a blank, that of agenda was proportionally 
abundant ” (III, 36). 

The fundamental idea of historism lies in these words : the 
idea that the principle of perfect abstinence of the State in econ- 
omic matters is only applicable to a definite economic stage, the 
highest one, which Great Britain has reached, but that in more 
primitive conditions its intervention must be regarded as desirable 
and indispensable. With this temporal, Bentham combined a 
geographical relativism : 

“ There cannot be any incompatibility between the wealth 
of each and the wealth of all : but the same rule does not 
apply to subsistence and defence. Individuals may find their 
individual profit in commercial operations which may be 
opposed to the subsistence of all, or the defence of all. This 
particularly may happen to a small community in the neigh- 
bourhood of a large one. Establish an unlimited freedom of 
trade in the small community, the great one may ruin it by 
means of gold. In case of famine it might purchase all its 
provisions ; at the approach of war, it might purchase all its 
arms." 

These considerations led Bentham to a principle whioh is 
diametrically opposed to the absolutist postulates of Cobden and 
Bright : “ The conduct to be pursued . . . are infinitely diversified 
by the situation, the soil, the climate, and the extent of the 
oountry to which it may refer ” (III, 71). 

In view of such utteranoes the question arises whether Bentham 
the economist and Bentham the philosopher were not at varianoe 
with eaoh other on this point. Does not the principle of utility 
claim to be acknowledged as the only possible road to absolutely 
the best system of morals and legislation ? Indeed, this is the 
ease. But the watchword “ the greatest happiness of the greatest 
number ” indicates only a purely formal principle. It gives 
merely— to use a simile — the drawing to the picture of legislation ; 
its colours, however, necessarily vary from age to age, and from 
oountry to oountry. This is the tenor of Bentham’s Essay on 
the Influence of Time and Place in Matters of Legislation. 
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Written by a man who was bom in the eighteenth century, 
this essay, with its firm belief in the power of the legislator over 
society, displays strong traits of enlightenment and rationalism. 
But this is, after all, only to be expected : what is more important 
and quite unexpected is the fact that it exhibits at the same time 
the beginnings of the coming conquest of enlightenment and 
rationalism by romanticism. Bentham here shows himself in- 
fluenced by Montesquieu. 

“ Before Montesquieu,” he says, “ a man who had a dis- 
tant country given to him to make laws for, would have made 
short work of it. Name me the people, he would have said, 
reach me down my Bible, and the business is done at once. 
The laws they have been used to, no matter what they are, 
mine shall supersede them : manners, they shall have mine, 
which are the best in nature ; religion, they shall have mine 
too, which is all of it true, and the only one that is so ! ” 

But since Montesquieu such an absolutism is no longer 
possible : his doctrines have proved that the ideal legislator has 
fully to take into account the differences of time and space if he 
is to fulfill his mission. 

“ Send the people, he will say, to me, or me to the people ; 
lay open to me the whole tenor of their life and conversation ; 
paint to me the face and geography of the country ; give me 
as close and minute a view as possible of their present laws, 
their maimers, and their religion ” (I, 173). 

Only on the basis of this geographical and sociological know- 
ledge can a really good and efficient code of law be formulated. 

The great thesis of the eighteenth oentury, that there is a 
natural system of right containing for all peoples and periods the 
best possible order of social life, was examined by Bentham, and, 
for the better part, rejected. Indeed, there is an eternal funda- 
mental principle of right elevated above all change, but the out- 
ward forms of right, the concrete laws, are subjeot to the same 
changes as all things human. 

“ The same act whioh ought to be forbidden in one age 
and country, ought it to be forbidden in every other ? Yes, 
and No ; yes, if, in pronouncing the word act, we have in view 
a large and general class of acts : no, if a narrow and partiou- 
* lar one. The plain truth of the matter is this : there are 
certain acts whioh admit of laws, which, if worded in a certain 
manner, may stand good, and be equally applicable to all 
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places and times; while there are other aots for which no 
snoh laws can be devised. Under the former predicament 
come those acts, of which the name is included in a single 
word, such as murder. . . . But laws, while the expression of 
them is confined to terms so loose and extensive, will never 
be found precise and clear enough for use. The act thus 
vaguely described, must, before it can be thoroughly under- 
stood and perfectly distinguished, be broken down into 
species : the law relating to it must, accordingly, be broken 
down into a multitude of laws : the phrase, pure as it stands 
now, must be transformed into others, in which provisions of 
an expository, limitative, or exceptive nature will be neces- 
sary. . . . Now, of these qualifying provisions, some, it will 
be found, ought, in point of expediency, to be different in one 
country from what they are in another ; different in the same 
country at one time from what they are at another : and this 
is the secret history of the universality and immutability of 
these universal and immutable laws. . . . Were I to choose 
to what I would attribute these magnificent prerogatives of 
universality and immutability, it should rather be to certain 
grounds of law, than to the laws themselves ” (I, 192 aq.). 

What is here said of the law-giver is true also, mutatia mutandis, 
of the law-finder : he who wishes to peroeive the anonymous laws 
according to which social life is regulated must keep equally aloof 
from the errors of perpetualism and universalism as he who wishes 
to give the political laws according to which social life shall be 
regulated. 

If we descend from Bentham’s philosophy of law to his theory 
of knowledge and methodology, the same picture presents itself 
to us : Bentham’s doctrine was in all its parts a synthesis of 
rationalism and empiricism, but a synthesis in which the latter was 
much the stronger element. John Stuart Mill justly emphasised 
the fact that the perfection of the inductive method was Bentham’s 
most important contribution to modem philosophy. 

“ He brought into philosophy something which it greatly 

needed, and for want of which it was at a stand He 

introduced . . . those habits of thought and modes of investiga- 
tion, which are essential to the idea of scienoe ; and the ab- 
sence of which made those departments of inquiry, as physics 
had been before Baoon, a field of interminable disoussion, 
leading to no result. . . . Bentham’s method may be shortly 
described as the method of detail. . . .” 
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This method'— the method of specialised observation — was, 
however, characteristic of the historical school and alien to 
classical economics. If it is true that thinkers are to be classified 
by their methods — and nothing expressed the contrast of opinions 
more sharply than the famous “ Methodenstreit ” between Monger 
and Sehmoller — Bentham must be regarded as a representative of 
the intellectual type Comte-Schmoller, and not as a representa- 
tive of the intellectual typeRicardo-Menger. The maxim, “which 
no one before Bentham ever so consistently applied,” was, according 
to Mill (Dissertations and Discussions, 1859, 1, 339 sq.), the thesis 

“ that error lurks in generalities : that the human mind is not 
capable of embracing a complex whole, until it has surveyed 
and catalogued the parts of which that whole is made up; 
that abstractions are not realities per se, but an abridged 
mode of expressing facts, and that the only practical mode 
of dealing with them is to trace them back to the facts 
(whether of experience or of consciousness) of which they are 
the expression.” 

This creed is more than similar to the basic conoept of 
Sehmoller — it is identical with it. Both endeavoured to replace * 
the “ ratiocination from premisses adopted on a mere rough view ” 
by “ a real inductive philosophy.” However Held, the champion 
of historism, may have judged, both were links in the long chain of 
the development of empiricism which reaches from Bacon, and, 
indeed, from Plato, down to the present day. 

“ Observation and experiment compose the basis of all know- 
ledge ” (VIII, 424). Even the doctrines of political economy 
must therefore be won by a thorough investigation of the facts. 

“ To allow no more weight to examples that fall close under 
our eyes than to those which have fallen at ever so great a 
distance,” Bentham says (III, 28), “ to suffer the judgment 
on no oooasion to indulge itself in the license of a too hasty 
and extensive generalization — these are laws, the complete 
observance whereof forms the ultimate, and hitherto perhaps 
for ever, ideal term of human wisdom.” 

But Schmoller’s school not only taught that the eoonomio 
system was changed by time, they also demanded that it should 
1» changed by man. They not only rejected the absolutism, but 
also the fatalism, of Ricardo. The historical and ethical elements, 
economic history and social reform, are indissolubly combined in 
their thought. In this respect, too, Bentham oocupied a parallel 
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position : while classicists and neo-classioists wanted to make 
economic theory, after the model of the physical sciences, sub- 
servient to pure strife after knowledge, Bentham, like the “ social- 
ists of the ohair ” in later days, aimed at knowledge only for the 
sake of practical purposes — for the advancement of social welfare. 

“ Political economy,” he says (III, 33), “ is at once a 
science and an art. To Adam Smith, the science alone has 
been the direct and constant object in view : the art the 
collateral and occasional one. The value of the science 
[however] has for its efficient cause and measure, its sub- 
serviency to the art.” 

Even the great historical aim of the “ socialists of the chair,” 
the raising of the working class by State aid, was shared by 
Bentham, the alleged Manchester-liberal. He taught, indeed, 
that, in view of the attainment of the maximum of happiness, 
the State did best to refrain from all interference, but only “ in 
so far as this more general end is promoted by the production of 
the maximum of wealth ” (ibid.). Under a different aspect its 
activity may appear justifiable ; material riches are not, after all, 
the highest good. “ Comfort, including security, is the immediate 
and only direct object in any estimate with me — and wealth only 
in so far as it contributes to comfort ” (80). Social legislation 
ought, therefore, at times to take precedence over the interests 
of production : 

“ It is true . . . that what ought not to be done with the 
intention of supporting an unprofitable branch of trade, may 
yet be proper for preventing the ruin of the workmen actually 
employed in Buch business : but these are objects entirely 
distinct ” (60). 

And in a positive sense : 

“ If a bounty upon production could be justified, it would 
seem that it ought to be so in the case where the article thus 
favoured was an article of general consumption — as com in 
England, oats in Scotland, potatoes in Ireland, and rioe in 
India : but it would only appear so as a means of producing 
equality, not under any other point of view ” (61). 

Even before Robert Owen, Bentham demanded State aid for the 
unemployed. He advocated “ establishments for the occasional 
maintenance and employment of the able-bodied among the poor, 
viz., of such by whom either the one or the other is unobtainable 
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from the ordinary sources ” (III, 72 eq.) — a postulate whioh would 
never have been put forward by a real Manchester man. 

In his Principle* of (he Civil Code, Bentham even developed 
a theoretical justification of social legislation by vindicating it 
against the principle of laissez-faire. 

“ In the highest state of social prosperity, the great mass 
of citizens will have no resource except their daily industry ; 
and consequently will be always near indigence. . . . This 
aspect of society is the saddest of all. . . . There are only 
two means, independently of the laws, of making head against 
these evils, viz., savings and voluntary contributions. If 
these two resources would always suffice, we ought, by all 
means, to avoid any legal interference. . . . But a slight 
examination will be enough to convince us that the two means 
of succour, independent of the laws, are not sufficient. With 
respect to savings — if the greatest efforts of industry will not 
suffice for the daily support of a numerous olass, how can 
that class fay by for the future ? ... In the division of 
voluntary contributions, the lot of the honest and virtuous 
poor is seldom equal to that of the impudent and obstreperous , 

beggar It seems to me, after these observations, that 

we may lay it down as a general principle that the legislator 
ought to establish a regular contribution for the wants of 
indigence . . .” (ed. Ogden, 127 sq. ; Bowring I, 314 sq.). 

It is the principle of State aid which is here proclaimed, the 
principle of a conservative social policy — not the principle of self- 
help characteristic of liberalism. It is true that Bentham shared 
the view that there should be no interference with the sphere of 
the individual. Viewed from the economic standpoint, liberty and 
security of property are the highest good. But there are higher 
values than those of economy : 

“ The title of the indigent as indigent is stronger than the 
title of the proprietor of superfluities as proprietor. For the 
pain of death, which would presently fall upon the starving 
poor, would be always a more serious evil than the pain of 
disappointment which falls upon the rich when a portion of 
his superfluity is taken from him ” (132, 316 respectively). 

Genuine sooial policy ought to take precedence over the in- 
violability of private property — such was Bentham’s conviction. 

In view of all this it cannot be doubted that Held’s judgment 
on Bentham must be regretted as superficial and false. Held saw 
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only the weaker rationalist element, not the stronger empiricist 
dement in Bentham’s thought. Thus he branded a man as an 
adversary of his school, who, in reality, had been a predecessor. 

One circumstance, however, makes this attitude intelligible. 
It is not easy to perceive Bentham’s influence on the generation 
which governed international economic thought between 1840 and 
1870, for this influence was only indirect, operating through two 
middlemen, Simonde de Sismondi and Karl von Sa/vigny. They 
developed the germs of the inductive-historio-ethical concept 
which are to be found in Bentham, and thus became the bridge 
between him and men like Cliffe Leslie and Wilhelm Roscher. 

It was Etienne Dumont, Bentham’s tireless editor and en- 
thusiastic apostle, who introduced his fellow-countryman Sismondi 
to the intellectual world of utilitarianism. In a “ Notice n6cro- 
logique ” on this great philanthropist which appeared in the year 
1829 in the Revue Encyclopidique, Sismondi, indeed, expressly re- 
jected Bentham’s philosophy ; but his writings clearly prove how 
deeply he had been influenced by it. “ The science of govern- 
ment,” run the first words of his Nouveaux prindpes d’ economic 
politique, “ proposes, or should propose as its aim, the happiness 
of men united in society. It seeks for the means of assuring them 
the greatest possible felicity compatible with their nature ; it seeks 
at the same time those means which make participate in that 
felicity the greatest possible number of individuals ” (1819, 1). 
Thus Sismondi’s starting-point was the same as Bentham’s, the 
greatest-happiness principle, and it is only natural that they 
arrived at the same fundamental convictions. Thus in eco- 
nomics : 

“ We consider political eoonomy ... as being essentially 
the soience of government . . . the quest for the means by 
which the greatest possible number of men in a given commu- 
nity may participate in the greatest possible degree in the 
physios! well-being which depends on government ” (Etudes 
sur VEconomie politique, II, 1838, 238 ; Nouveaux prindpes, 
II, 248). 

This similarity of opinion is also manifest in the basic socio- 
logical concept : “ A nation is nothing else than the union of 
the individuals of whom it is composed ” (Nouveaux prindpes, I, 
231). And even in methodology both show the same disinclination 
towards generalisations : “ It is in the details that it is essential 
to study human conditions ” (Etudes I, IV). These utterances 
of Sismondi, to which many others could be added, are reminiscent 
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not only of Bentham’s thought, but often even of Bentham’s 
words. 

But even in the one respect in whioh he is generally oredited 
with definite originality, in the theory of crises, Sismondi must 
be regarded as a disciple of Bentham. Sismondi’s most important 
thesis states that the growing mechanisation of industry in one 
act increases the productive capacity, and decreases the consump- 
tive capacity, of society. The same idea had already been 
expressed by Bentham : 

“ The advantage of machines ” he said (III, 67, 39), 
“ consists in the increased efficacy of labour. ... If a manu- 
facturer found himself thus in a condition to execute, with 
one thousand workmen, what had heretofore required two 
thousand, it appears, at first sight, that the natural result 
would be, that he would employ the two thousand workmen 
to produce the double quantity of work. But unless his 
pecuniary capital be augmented, it will be impossible for 
him to employ the same number. The new machines, the 
new warehouses required for this increase of produce, require 
a proportionate increase of capital. The most ordinary case, 
therefore, will be the reduction of the number of workmen ; 
and, as respects them, the consequence is a temporary 
distress.” 


It was this idea whose implications Sismondi later developed. 

While it is easy to prove Bentham’s influence on French 
thought, it is much more difficult to show his influence on German 
historism. Fr. K. v. Savigny was here the medium. Although 
a jurist, he deeply influenced German economic thought ; it was 
the application of his mode of thinking to economic phenomena 
which determined Wilhelm Rosoher to break away from the 
tradition of abstract and deductive economic theory. Now, the 
influence of the English Tory theoreticians on Savigny is beyond 
doubt, and besides Burke, Bentham, too, must here be named in 
the first place. 

The conquest of the law of nature completed by Savigny had 
been begun by Bentham. He rejected and opposed the sentence 
of the Frenoh Declaration of Bights, that “ the end in view of 
every political association is the preservation of the natural and 
imprescriptible rights of man ” as an “ anarchical fallacy.” 

“ There are no such things as natural rights. . . . Who is 
this same Queen Nature, who makes such stuff under Hie 
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name of laws ? In what year of her own, or anybody else’s 
reign, did she make it ? and in what shop is a copy of it to 
be bought, that it may be burnt by the hands of the common 
hangman, and her majesty well disoiplined at the cart’s 
tail ? ” (II, 600 aq., 598). 

But is the agreement between the older Bentham and the 
younger Savigny not confined to their negative viewB ? Is there 
not a contradiction between them in their positive principles? 
What gives Savigny’s famous pamphlet, Vom Beruf unserer Zeit 
fttr Oesetzgebung und Rechtswisaenschaft, its general importance is, 
according to Rudorff, his disciple (Zeitschrifi far Rechtsgeschichte, 
1863, 1, 36), “ the new doctrine of the creation of the civil law not 
alone by the legislation of the State, as it passed for an article of 
faith with the older school, the Maoanaz and Bentham, but 
originally and predominantly by the national consciousness.” 
This new doctrine, far from being irreconcilable with Bentham’s 
ideas, is in fact contained in his works : only that Bentham con- 
ceived the national consciousness not as the expression of a 
mystical national spirit, but as the product of the historical 
national experience. The contrast only pertains to idealism and 
materialism, not to rationalism and historism. 

Particularly interesting in this connection is what Bentham 
says on the rise of the law of obligations : 

“ In their origin, all services must have been free : it is 
only by degrees that the laws have intervened to convert the 
more important into positive rights. It is thus that the 
institution of marriage has converted into legal obligations the 
connexion which formerly was voluntary. . . . The same plant 
might grow in the common, and even be protected by certain 
conventions ; but it would always be subject to more hazards 
than in this particular boundary traced by the law, and 
guaranteed by the public force ” (I, 338). 

Thus the “ duties purely social ” precede the “ political duties,” 
and the “ legislative code ” only defines with more precision what 
the “ moral and social code ” had already ordained. Even the 
origin of the State is explained in a similar vein : 

“ Government supposes the disposition to obedience . . . 
this disposition may have had for its cause either habit or 
convention. . . . Habit is the result of a system of conduct 
of which the commencement is lost in the abyss of time ” 
(IH, 219). f 



594 THE ECONOMIC JOtTSVAL [DEC. 

The idea of a social contract, however, is rejected in another 
connection as a “ chimera ” (I, 268). 

Lastly, the fundamental idea of Savigny’s historical school — 
the idea of the relativity of law — was equally present in Bentham. 
He did not favour the transmission of institutions of a more highly 
developed and better-organised country to a younger and more 
primitive territory. 

“ It may happen,” he says (I, 178), “ that the law which 
prevails in the country to be regulated, shall be better for 
that country than it would be in the standard country : while 
the law that obtains with relation to the same point in the 
standard country, is better for that country than it would be 
in the country to be regulated.” 

This relativism provides him also with the key to an under- 
standing of the past. What is nonsense to-day must once have 
been sense. In this vein he explained the historical privilege of 
the aristocracy : 

“ To the peers, their right of being tried by their own 
body in capital cases was of use when peers were in a state 
of perpetual hostility with the crown, and juries were at its 
devotion. It is now a burthen to the nation and of use to 
nobody, unless it be to the Lord Chamberlain, and to make 
a raree-show ” (IV, 321). 

And as legal institutions have only relative value, so legal 
ideas : 

“ As to the Original Contract . . . and other fictions, there 
was once a time, perhaps, when they had their use. With 
instruments of this temper, I will not deny but that some 
political work may have been done, and that useful work, 
which, under the then circumstances of things could hardly 
have been done with any other. But the season of Fiction 
is now over . . .” (I, 268 sq.). 

The age of positivism, so we may complete the argument, has 
arrived — the age of positivism, which took its origin in men like 
Bentham and reached its perfection in men like Schmoller and his 
school. 


“ When we reflect upon the series of events which . . . 
constitute the production, the distribution, and the con- 
sumption of wealth ... it becomes at once evident, that 
whatever may be the natural laws which govern eaoh of these 
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phenomena, the thing governed is the mutual relation, direct 
or indirect, of two simultaneous events, one occurring in the 
province of human nature, and the other in the external world. 
... It will probably be found, on a reference to the best 
treatises of Political economy, that the physical conditions of 
matter with which the science is concerned, have alone been 
hitherto investigated. . . . There appear to remain still un- 
explored . . . the mental conditions of the subject. . . .” 

In these words Bichard Jennings described in 1865 ( Natural 
Elements of Political Economy, 9 sq.) what Ricardo and Mill had 
done in the past, and predicted what Jevons and Menger were to 
do in the future. In either field, in the description of the extra- 
human as well as in the analysis of the inner-psychic phenomena, 
Jeremy Bentham achieved fundamental results : not only Ricardo 
and Mill, but also Jevons and Menger had to learn from him. 

From Bentham’s main axiom, according to which man must be 
oonceived as a pleasure-seeking and pain-fleeing animal, it not 
only follows that all his actions, but equally that all his ideas, must 
be interpreted in the light of the basic sensations. Psychology, 
in the hedonist form in which Bentham envisaged it, is therefore 
the basis of the system of sciences : all other disciplines, the 
Chrestomathia teaches, must grow out of, and harmonise with, 
its perceptions. 

“ Directly or indirectly, well-being ... is the subject of 
every thought. . . . Constantly and unpreventably it actually 
is so. . . . This being admitted, Eudsemonics . . . may be 
said to be the object of every branch of art and the subject 
of every branch of science. . . . Eudsemonics [in a narrower 
sense] is the art of well-being. Necessary to well-being is 
being. In every part, therefore, of the common field, con- 
comitant and correspondent to Eudsemonics considered as an 
art, runs Ontology, considered as a science ” (VIII, -82 sq.). 

But the social sciences which include theoretical and practical 
economics not only serve, like all branches of knowledge, the 
maximation of happiness, but they are, in addition, directly con- 
cerned with its determinants, the feelings of pleasure and pain ; 
within the special — Bentham says in his bizarre terminology: 
idiosoopio — ontology they do not belong to the somatosoopio (i.e., 
body regarding), but to the pneumatosoopic (i.e., mind regarding) 
class; and within pneumatosoopic ontology again not to the 
noosoopio (i.e., intellectual faculty regarding) but to the patho- 
scopio (i.e., sensitive faculty regarding) group. Thus already 
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Bentham’s doctrine of the system of soienoes, and of the position 
of the social disciplines in it, makes the postulate of choosing the 
analysis of the individual psyche as starting-point for the analysis 
of all economic phenomena. 

But Bentham did more than that. “ The whole of our actions 
in industry and trade,” says Stanley Jevons, developing the 
foundations of his Theory of Political Economy (ed. 1931, 10), 
“ depend upon comparing quantities of advantage and dis- 
advantage.” This important statement implies two propositions 
which constitute the whole difference between classicism and neo- 
classicism : first, the demand that economic science must build 
on the foundations of psychology, because the comparison in 
question is an act of the human mind ; and secondly, that eco- 
nomic science is mathematical in character and must be so 
consciously, for it is always concrete magnitudes which are being 
weighed against each other. Both theses on which the whole 
edifice of the doctrine rests, sprang, as Jevons well knew, from 
Bentham’s philosophy. 

The first proposition contained in Jevons’s dictum, according 
to which all economic actions result from a calculus of gain and 
loss, is, in fact, only a special case of the general law which Bentham 
had formulated, according to whioh all actions without distinction 
are determined by a calculus of the feelings of pleasure and pain 
to be expected. “ Pleasure and pain,” he says (I, 1), “ govern 
us in all we do.” All human action# have a motive, and all motives 
have a feeling of pleasure or pain for their basis. We act always 
so as to procure ourselves a feeling of pleasure or to ward off a 
feeling of pain. 

“ To take an exact account, then, of the general tendenoy 
of any act . . . proceed as follows : sum up all the values of 

* all the pleasures on the one side, and those of all the pains* on 
the other. The balance, if it be on the side of pleasure, will 
give the good tendency of the act upon the whole, with respect 
to the interests of that individual person ; if on the side of 
pain, the bad tendenoy of it upon the whole ” (I, 16). 

According to the result of the computation, the act is under- 
taken or omitted. Any practical judgment of man, the moral no 
less than the economic, is therefore simply a judgment on (positive 
or negative) quantities of pleasure. 

This leads us to Jevons’s second proposition : to the question 
whether and' how the basic feelings can be comprehended in their 
magnitude. The best Bentham experts disagree aa to whether 
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Bentham regarded pleasure and pain as measurable : Leslie 
Stephen asserts that he did and points to the same utterance of 
the great utilitarian from which Oskar Kraus deduced the oppos- 
ite conclusion (of. The English Utilitarians , I, 1900, 250; Die 
Werttheorien, 1937, 106 and 383). But however this may be, 1 it 
cannot be doubted that Bentham thought a doctrine of the magni- 
tude, or value, of pleasures and pains possible on which Jevons 
could later build. 

An objective comprehension of the psychic magnitudes would 
make economic theory an exact science. It is a mathematical 
discipline even without it : 

“ We only employ units of measurement in other things 
to facilitate the comparison of quantities,” Jevons explains 
(l.c., 12 sq.). “ And if we can compare the quantities directly, 

we do not need the units. . . . Now the mind of an individual 
is the balance which makes its own comparisons, and it is the 
final judge of quantities of feeling. . . . Even if we could 
compare the feelings of different minds, we should not need 
to do so. . . . The motive in one mind is weighed only 
against the motives in the same mind, never against the 
motives in other minds. . . . Hence the weighing of motives 
must always be confined to the bosom of the individual.” 
But as a people is only an “ aggregate of individuals ” — here 
appears an atomistic sociology which Jevons and Monger equally 
received from Bentham — this psychic comparison of advantage 
and disadvantage, gain and loss, pleasure and pain, is decisive also 
for the socio-economic actions, and its analysis for the understand- 
ing of the whole economic system. 

This analysis of the individual psyche was undertaken by 
Bentham. In us, he teaches, pleasure and pain appear and act 
as definite magnitudes. “ To a certain person, considered by 
himself,” he says (I, 16), “ the value of a pleasure or pain, con- 
sidered by itself, will be greater or less, according to the four 
following circumstances : (1) Its intensity. (2) Its duration. 
(3) Its certainty or uncertainty. (4) Its propinquity or remote- 
ness.” Present feelings, therefore, have two dimensions : 

“ The magnitude of a pleasure is composed of its intensity 
and its duration : to obtain it, supposing its intensity repre- 

1 The solution of the problem seems to lie in the following sentence : 

“ Considered with reference to on individual, in every element of human 
happiness . . . the dimensions of value . , , are four : Intensity, duration, 
propinquity, certainty. . . . Of these ... the first, it is true, is not susceptible 
of precise expression : it not being susceptible of measurement. But the . . . 
others are ” (IV, 642). 
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sented by a certain number of degrees, you multiply that 
number by the number expressive of the moments or atoms of 
time contained in its duration. Suppose two pleasures at the 
same degree of intensity — give to the second twice the duration 
of the first, the second is twice as great as the first ” (IV, 540). 

This is a solid basis, on which it is well possible “ to apply 
arithmetical calculations to the elements of happiness ” : 

“ The quantity or degree of well-being experienced during 
any given length of time is directly as the magnitude (i.e., 
the intensity multiplied by the duration) of the sum of the 
pleasures, and inversely as the magnitude of the sum of the 
pains experienced during that same length of time ” (VIII, 
82 ). 

The doctrine of the dimensions of pleasure and pain Bentham 
described as an “ application of arithmetic to questions of utility ” 
(IV, 642). With the same words one could characterise the 
economic teachings of Jevons and Monger, Walras and Clark. 
Bentham’s philosophical and psychological theory of value has 
been the root from which their economic theory of value has 
sprung. 

But not only as a philosopher, even as an economist Bentham 
prepared the utility theory of value. He viewed and formed the 
notions of economic science in a subjectivist sense. Most interest- 
ing in this connection is his doctrine of the factors of production, 
even though it remained undeveloped. “ For the development of 
industry,” he says (I, 310), “ the union of power and will is re- 
quired.” In another place he makes a more elaborate distinction : 
he divides power in the wider sense of the word into knowledge, 
i.e., “ power so far as it depends upon the mental condition of the 
party whose power is in question,” and power in the narrower 
sense, which “ depends upon the state and condition of external 
objects.” “ Power, knowledge, or intelligence, fund inclination : 
where these requisites concur on the part of him on whom the 
production of the desirable effect in question depends, it is pro- 
duced ; when any one of them is wanting, it is not produced ” 
(III, 34). Compared with Smith’s doctrine of the factors of pro- 
duction, this conception is the purest subjectivism : not the 
objective categories land, labour and capital are distinguished, 
but subjective categories : the power of man over the foroes of 
nature (in soil and capital goods), the knowledge how to use this 
power and the will to do it. 
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In a similar subjectivist and psychological vein Bentham 
interpreted also exchange : 

“ Some advantage results from every exchange. Other- 
wise such exchange would not be made. . . . This advantage 
for each of the contracting parties is the difference between 
the value which they put upon what they give up and the 
value of what they acquire. ... In each transaction of this 
kind there are two masses of new enjoyments ” (III, 70, of. 
also I, 330 sq.). 

Most strongly manifest is Bentham’s subjectivism in his con- 
cept of value. “ Value is subserviency to well-being — Value is 
subserviency to use ” (III, 36, 39). With these definitions 
Bentham from the very beginning takes a course different from 
that of Smith and Ricardo. He makes, indeed, the traditional 
distinction between value-in-exchange and value-in-use, but it is 
the latter concept which he regards as the more important. 

“ Value may be distinguished into (1) General, or say 
value in the way of exchange, and (2) Special, or say idio- 
synoratical — value in the way of use in his own individual 
instance. . . . The value of a thing in the way of exchange 
arises end of, and depends altogether upon, and is proportioned 
to its value in the way of use: — for no man would give anything 
that had a value in the way of use in exchange for anything 
that had no such value ” (III, 226). 

While Rioardo and Marx make the value-in-use only the pre- 
supposition of value-in-exohange, it is with Bentham also its 
source and its measure — just as later with Jevons and Menger. 

A n other of the most typical doctrines of the Austrians is 
equally foreshadowed in Bentham : B6hm-Bawerk’s theory of 
interest. The thesis that present things are more highly valued 
than future things is an essential part of Bentham’s doctrine of 
the value of sensations (cf. supra, point 4 : Propinquity and 
remoteness). “ Putting money out at interest,” he says (III, 4), 
“ is exchanging present money for future.” But “ a given sum 
is worth the less, as the time for receiving it is more distant ” (III, 
143). Hence the necessity of interest. 

“ The magnitude of a pleasure,” we read in another place 
(IV, 340), “ supposing it present, being given, the value of 
it, if not present, is diminished by whatever it falls short of 
being present. . . . Take . . . two sums of the same magni- 
tude, say 20 pounds, the one sum receivable immediately, the 
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other not till at the end of ten years from the present time, 
interest of money being (suppose) at five per oent. The 
value of the second sum will be but half that of the first.” 

The same train of thought in opposite direction gives Bdhm- 
Bawerk’s fundamental idea. 

But Bentham not only prepared the theory of marginal 
utility ; he even pronounced it. The psychological faots on which 
it rests were known to the time. “ Pleasures, by repetition, lose 
their relish,” wrote Paley in 1785 (The Principles of Moral and 
Political Philosophy, ed. 1814, I, 24). “ It is a property of the 
machine for which we know no remedy, that the organs, by whioh 
we perceive pleasure, are blunted and benumbed by being 
frequently exercised in the same way.” In this vein Bentham 
investigated in his “ Pathological Propositions upon whioh the 
Good of Equality is founded ” (Ogden, 102 eq. ; Bowring I, 304 
sq.) “ the effect of a portion of wealth when it enters for the first 
time into the hands of a new possessor,” and expresses in this 
connection the idea of the margin : “ The portion of wealth may 
be so far divided as to produce no happiness at all for any of the 
participants. This is what would happen, rigorously speaking, if 
the portion of each was less in value than the smallest known 
coin.” The smallest coin is accordingly to be regarded as the 
marginal value. 

The law that marginal utility decreases if the quantity of a 
commodity increases was equally formulated by Bentham : “ The 
loss of a portion of wealth will produce, in the total happiness of 
the loser, a defalcation greater or less, according to the proportion 
of the part lost to the part which remains ” (Ogden, 106 ; Bowring, 
306). Or, in another context : 

“ How indubitable soever the title may be, of any object 
to be considered as belonging to the list of these . . . causes 
[or sources of pleasure], the magnitude of the pleasure pro- 
duced by it does not increase in so great a ratio as that in 
which the magnitude of the cause increases. Take, for 
instance . . . money. Take thereupon any individual : give 
him a certain quantity of money, you will produce in his mind 
a certain quantity of pleasure. Give him again the same 
quantity, you will make an addition to the quantity of his 
pleasure. But the magnitude of the pleasure produced by 
the second sum will not be twice the magnitude of the 
pleasure produced by the first. While the sums are small, 
the truth of this position may not be perceivable. But let 
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the sums hare risen to a certain magnitude it will be altogether 
out of doubt. . . . As it is with money, so is it with all other 
sources or causes of pleasure ” (IV, 641). 

And lastly, more clearly still, in a third place : 

“ The effect of wealth in the production of happiness goes 
on diminishing, as the quantity by which the wealth of one 
man exceeds that of another goes on increasing : in other 
words, The quantity of happiness produced by a particle of 
wealth ( each particle being of the same magnitude) will be less 
and less at every particle : the second will produce less than the 
first, the third than the second, and so on ” (III, 229). 

In this connection Bentham makes an interesting remark : 

“ It is to this head that the evils of deep play ought to 
be referred. Though the chances, so far as relates to money, 
are equal, in regard to pleasure they are always unfavourable. 
I have a thousand pounds. The stake is five hundred. If I 
lose, my fortune is diminished one-half ; if I gain, it is in- 
creased only by a third. Suppose the stake to be a thousand 
pounds. If I gain, my happiness is not doubled with my 
fortune; if I lose, my happiness is destroyed.” 

This remark is interesting because already a considerable time 
before Bentham similar ideas had been developed on a similar 
example : by the Swiss mathematician Daniel Bernoulli. It is 
probable, though it cannot be proved, that Bentham knew the 
Specimen theoriae novae de mensura sortis (published 1738), whioh 
Keynes rightly describes as “ the first explicit attempt to take 
account of the important conception known to modem economists 
as the diminishing marginal utility of money ” ( A Treatise on 
Probability, ed. 1929, 318). More interesting than the question 
if Bernoulli influenced Bentham is, however, at any rate in our 
context, the question if Jevons and Monger were influenced by 
Bentham — a question which it is simple to answer with respect 
to Jevons, and difficult with respeot to Monger. 

Stanley Jevons in his Theory of Political Economy quotes 
Bentham several times. But — although the Codification Proposal 
is mentioned in one place (l.c., XXVI) — he depended only on the 
Principles of Morals and Legislation, in which there is hardly any 
allusion to the law of decreasing marginal utility. 

Nevertheless, it is no exaggeration to say that Bentham, or 
rather Benthamism, was the source from which the theory of 
marginal utility sprang. Jevons and. his contemporaries lived in 
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an atmosphere charged with sensationalist psychology and utili- 
tarian ethics which both came from the great man of Queen’s 
Square Place ; it is only natural that they drew parallel economic 
conclusions from identical philosophical propositions. “ No . . . 
extinction has yet overtaken Bentham,” Sidgwick wrote in 1877. 
“ His system is ... an important element of our current political 
thought ; hardly a decade . . . has elapsed since it might almost 
have been called a predominant element ” (Miscellaneous Essays 
and Addresses, ed. 1904, 135). And Sidgwick is a competent 
witness : his own life-work had its roots in Bentham’s doctrines. 
When twenty-three years old, he told his friend Dakyns in 1862 : 
“ I think I see a reconciliation between the moral sense and utili- 
tarian theories ” (A Memoir by A.S. and E.M.S., 1906, 75). All 
he wrote in later years is admirably summed up in these words. 
And as England’s leading philosopher drew his ideas from the 
deep well of Bentham’s thought, so did England’s leading 
economist. When, in his criticism of Jevons, Marshall described 
it as “ a fa milia r truth that the total utility of any commodity is not 
proportional to its final degree of utility ” (Memorials, ed. Pigou, 
1925, 95), he can only have thought of Bentham and Bernoulli, 
and no one else. 

However, the theory of marginal utility is not the work of 
Jevons alone. The names of Marshall and Edgeworth Bhould 
never be separated from his when the rise of modem economics 
is considered. To prove our thesis we have therefore to establish 
the influence of Bentham on the two great pioneers of Cambridge 
and Oxford. 

As far as Edgeworth is concerned, this is no difficult task. 
Edgeworth’s economic dootrine is an application of Sidgwick’s 
psychological theory. “ Sidgwick,” says the index to his New 
and Old Methods of Ethics (1877, 92), “ quae pars non plena ? ” 
His fundamental conceptions are radically Benthamite : 

“ The first principle of economics is that every agent is 
actuated only by self-interest. . . . The principal inquiries in 
social science may be viewed as maximum-problems. ... As 
electro-magnetic force tends to a maximum energy, so also 
pleasure foroe tends to a maximum energy ” (Mathematical 
Psychics, 1881, 16, 6, 13). 

It is to him an axiom that “ all pleasures are commensurable ; 
so much of one sort of pleasure felt by one sentient being equateable 
to so muoh of other sorts of pleasure felt by other sentients ” (59 
sq.). But here his adherenoe to Bentham’s egalitarianism stops 
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short. In fact, he fought “ the democratic or isocratio tendencies 
implicit in utilitarianism ” and expressed himself “ in favour of 
aristocratical privilege — the privilege of man above brute, of 
civilized above savage, of birth, of talent, and of the male sex ” 
(117, 77). 

“ If sentiente differ in capacity for happiness,” he suggests, 
implying that this is the case, “ under similar circumstances 
some classes of sentiente experiencing on an average more 
pleasure (e.g., of imagination and sympathy) and less pain 
(e.g., of fatigue) than others — there is no presumption that 

equality of circumstances is the most felicific arrangement 

Supposing the number of distributees fixed, and ... a fixed 
distribuend, might not the sum-total of happiness be greatest 
when the greatest part of the sum-total, or at any rate larger 
portions, were held by a few ? . . . The principle of greatest 
happiness may have gained its popularity, but it lost its 
meaning, by the addition * of the greatest number ’ ” (VII, 
118). 

It is a surprising fact that Alfred Marshall, although likewise 
under Sidgwick’s influence, accepted exactly those tenets of 
Benthamism which Edgeworth rejected, and vice versa. “ The 
solution of economic problems was for Marshall not an application 
of the hedonistic calculus,” Keynes states in his classical apprecia- 
tion of the master ( Memorials , 9), while it was just this to Edge- 
worth. In fact, Marshall was most definite on this point. 

“ Whenever we get a glimpse of the economic man,” he 
asserts (lx., 160 aq.), “ he is not selfish. . . . If we analyse 
all the infinite variety of motives that are commonly grouped 
together under the term ‘ love of money ’ we see that they 
are of all kinds. They include many of the highest, the most 
refined, and the most unselfish elements in our nature.” 

Of course, Marshall admitted that egoism was an important 
spring of action ; but there are other motives, he held, that must 
equally be acknowledged : above all “ hot impulses ” and “ com- 
bative instincts ” (212). And as he rejected Bentham’s doctrine 
that self-love is the only psychic motive, so he declined the thesis 
that pleasure is the only real aim of men. He urged that know- 
ledge and work (as “ the healthy exercise of faculties ”) are also 
values of a primary character, ends desired for themselves (106, 
116). Nor did he aocept the maximisation of enjoyment as the 
tummttm bomm : “ A deep foil character is the only true source 
of happiness ” (346). ' 
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Bat, for all that, Marshall was not less convinced that Ben- 
tham’s proposition as to the diminishing marginal utility of money 
with increasing quantity was an undeniable truth of fundamental 
importance to economic analysis. “ The same sum of money 
measures a greater pleasure for the poor than for the rich,” he 
stated in his inaugural lecture at Cambridge, and in 1917, many 
years after his retirement, he wrote : “ The happiness of the rich 
does not exceed that of the poor nearly in proportion to the differ- 
ence in their commands of material wealth” (162, 347). This 
view makes Marshall a Benthamite. Personally, he would not 
have liked this statement : he purged his books consistently from 
all references to the philosopher who had come to be despised 
as the apostle of egoism. Discussing the connection between 
the size of income and the amount of pleasure derived from it, 
the first edition of the Principles had quoted Bentham as an 
authority ; the second edition no longer does so. The seoond and 
third editions contain the following admission : “ The notion of 
Consumers’ Rent was suggested to the present writer by a study 
of the mathematical aspects of demand and utility under the 
influence of Cournot, von Thuenen and Bentham ” (book III, 
chap. VI, 3). This passage disappeared in the fourth edition. 
Indeed, even the word pleasure was eliminated beoause it was 
too utilitarian : its place was taken by the terms benefit, gratifica- 
tion, and, above all, utility. But all this does not change the 
facts. Can there be a clearer confession of Benthamism (if not 
of indebtedness to Bentham) than the following words of Marshall ? 

“ Wealth exists only for the benefit of mankind. . . . Its 
true measure lies only in the contribution it makes to human 
well-being. Now, when bricks and sand and lime and wood 
are built up into a house, they constitute a greater aggregate 
of wealth than they did before, even though their aggregate 
volume is the same as before : and, if the house is overthrown 
by an earthquake, there is indeed no destruction of matter, 
but there is a real destruction of wealth, because the matter is 
distributed in a manner less conducive to human well-being. 
Similarly, when wealth is very unevenly distributed, some 
have more of it than they can turn to any very great account 
in promoting their own well-being ; while many others lack 
the material conditions of a healthy, clean, vigorous, and 
. effective family life. That is to say the wealth is distributed 
in a manner less conducive to the well-being of mankind than 
it would be if the rich were somewhat less rioh, and the poor 
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were somewhat less poor : and real wealth would be greatly 
increased, even though there were no change in the aggregate 
of bricks and houses and clothes and other material things, 
if only it were possible to effect that change without danger 
to freedom and to social order and without impairing the 
springs of initiative, enterprise and energy ” (366). 

It is far more difficult to prove Bentham’s influence on Menger. 
We do not possess any tangible indication, and it has even been 
asserted that there was no connection between them (Boucke, 
The Development of Economics, 1921, 260). But this is going too 
far. It is not possible here to follow the chain of thinkers which 
links the two men. Beneke and Bolzano, Herbart and Lotze, 
can only be mentioned in passing. It must suffice to consider 
briefly the most important personality that stands between 
Bentham and Menger : Gustav Theodor Fechner. 

Fechner published in the year 1846 a small essay, Uber das 
hochste Out, which can be described as a paraphrase of Bentham’s 
ideas. Apart from a more positive attitude towards God and 
Christianity, it contains no thought that could not be found in 
one of Bentham’s works, 1 and thus even the thesis of the decreas- 
ing marginal utility of money with increasing riches is not wanting. 
“ A means of pleasure heaped beyond a certain degree on one 
individual never produces so much pleasure as divided among 
several people,” we read (ed. Platz, 1923, 64, 65). For it is a 
fact “that the first penny weighs heavier in pleasure than the 
twenty-fifth.” 

This psychological observation made by Bentham has the same 
factual foundation as the physiological perception propounded 
by Weber, which is generally known as the “ basic law of psycho- 
physics.” Weber teaches : “ The relation of the increase of 
stimulus at which an increase of the sensation is just taking place, 
to the initial stimulus is oonstant.” That is to say : the greater 
any given stimulus, the greater must be the increase of that 
stimulus to become perceivable. What is this but Bentham’s 

1 The agreement reaches at times even a parallelism in the very wording. 
The following corresponding passages prove that Fechner must have known 
Bentham: Fechner 11, 30-81 — Bentham IX, 123 (only hedonism is a clear 
principle of morals, since everybody knows what happiness is); Fechnerl8 — 
Bentham II, 537 (only in one point all men agree, the longing for happiness) ; 
Fechner 34-35 — Bentham I, 48, 211 (there is no motive that has not the pro- 
duction of a pleasure or the suppression of a pain for its end) ; Fechner 38 — 
Bentham II, 587 (men are led to realise that the greatest and truest happiness 
can only be secured by working for the happiness of all), etc. Of. also Feohner’s 
conception of value (Vorechule der Au&ttik, Stodged., 1897, 24). 
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thesis that, the greater the initial wealth, the less the importance 
which is ascribed to a new monetary unit added to it ? 

Bentham’s thesis and Weber’s law are combined and form one 
proposition in Feohner’s Elements der Psychophysik (1860). Bring- 
ing the great observation into an exact formula, he teaches : “ If 
the sensations increase arithmetically, the stimuli belonging to 
them mount in a logarithmic curve.” This statement can, of 
course, be reversed : if the stimuli increase arithmetically, the 
accretions of sensation belonging to them fall off in a logarithmic 
curve. It is not difficult to perceive herein the fundamental idea 
of the theory of marginal utility. 

Influenced by Bentham, Fechner clearly realised the import- 
ance of this law for social and economic life. “ The physical 
goods which we possess (fortune physique),” he says (Elements I, 
236 aq.), postulating a subjective doctrine of value and combining 
it with the idea of the margin, “ have no value and no importance 
for us as dead matter, but only in so far as they are external 
means of producing in us a sum of valuable sensations (fortune 
morale) with respect to which they occupy the position of a 
stimulus. Now a dollar has in this regard much less value for the 
rich, than for the poor. ... To offer an equal increase to what 
Laplace calls the fortune morale, the increase of the fortune 
physique must be in relation to this fortune physique.” If the 
accretion to the fortune physique, so we may add, is not geometrical, 
but arithmetical only, the accretion to the fortune morale occasioned 
by it falls progressively off. 

Whether Carl Monger, the “ doctor juris,” in pursuing his legal 
studies, came into touch with F. E. Beneke’s Grunds&tze der Zivil- 
und Kriminalgesetzgebung aus den Handschriften des englischen 
Beehtsgelehrten Jeremy Bentham ( 1830 ), may appear doubtful, but 
not that Bentham stimulated Fechner, and Fechner Menger. 
In any case Menger is likely to have known F. A. Lange’s famous 
essay, Die Arbeiterfrage ( 1865 ), which hailed the basic law of 
psychophysics as the scientific foundation of the future doctrine 
of society. 

But although Bentham thus appears connected with Jevons 
and Menger, his doctrine was fundamentally different from theirs 
in one point : Bentham developed the “ all-important point in 
eoonomic problems ” i.e., the “ general law, that the degree of 
utility varies with the quantity of commodity, and ultimately 
decreases as that quantity increases ” (Jevons, l.e., 53) in con- 
fronting man with money, ix., the carrier of purchasing power; 
while Jevons and Menger oonfront him directly with a primary 
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good fltxoh as water. At a first glance it might seem that this 
difference is without importance. A closer investigation, how- 
ever, shows that Bentham’s procedure is essentially superior to 
that of his followers’, and that in three respects : 

(1) Jevons and Monger regard man in his relation to one iso- 
lated good, Bentham in his relation to the “general source, and 
thence representative of pleasure — money ” (IV, 640). Now, in 
reality the operation of the law of decreasing marginal utility shows 
itself clearly only in the case of general purchasing power, of 
which in fact every new unit is continually used for the next 
important commodity. As long as Monger’s “ isolated economic 
subject ’’ has to do only with one consumption-good, which, in 
addition, is uniformly divisible, all is well. But if we take, let 
us say, three commodities into account, all is different : if 
Robinson Crusoe has at his disposal besides water also bread and 
meat, he will combine the three goods, first probably by quenching 
his thirst, then his hunger, then perhaps his longing for cleanli- 
ness, and only afterwards gratify his desire for meat. Here is no 
continuity : oertain wants are partly satisfied, then others, then 
he returns to the satisfaction of the first, and so on; they inter- 
sect and change with each other. Besides the deorease in utility 
of the goods of one kind, the order of precedence of the different 
kinds here comes into play. Hence, while Bentham directly 
comprehends reality as it is, Jevons and Monger offer only a 
(none too fortunate) approximation. 

(2) Jevons and Monger conceive man in isolation, as a natural 
being, Bentham, however, in the social connection, as a social 
being. Now, the law of the decrease of marginal utility is — to 
speak with Kant — not only a part of physiological, but also a 
part of pragmatic anthropology, i,e., it applies not only to man 
as a zoon, but also to man as a zoon politikon. The traveller in 
the desert or Robinson Crusoe on his island can certainly be 
regarded as true representatives of mankind — they, too, are 
confronted with the scarcity of supply — but in the present social 
order the individual is limited in his provision of goods, not direotly 
by natural scarcity, but rather by his social position. It is the 
amount of his income which forces him to break off his con- 
sumption at a oertain point. This point arrives for the poor man 
soon, for the rich late — a fact whioh in Bentham’s deduction finds 
its expression in the different marginal utility of the smallest 
coin for different classes of income, but remains unnoticed by 
Jevons and Monger. Here, too, Bentham gives us life in all its 
concreteness, Jevons and Monger only an abstraction. 
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(3) The doctrines of Jevons and Monger lead to the result 
that— to use Walras’ clear words — “under the regime of free 
competition, things tend by themselves towards an equilibrium 
corresponding to the maximum of effective utility” (Etudes 
d’iconomie politique appliquie, ed. Leduc, 1936, 476). But this 
thesis contains only half the truth : it shows only the great merit, 
not also the great fault of modem exchange economy. Certainly, 
if one accepts the existing distribution of incomes without dis- 
cussion, it is easy to prove that under the given circumstances free 
competition realises the maximum of happiness in the community. 
But if we connect economic theory with social analysis, as is 
necessary for a full comprehension of reality, we shall have to 
acknowledge that by a change of the present distribution of in- 
come the sum-total of well-being in our society could still be 
vastly augmented. If the last penny in the income of the nabob 
is being used for providing his pet-dog with milk while in the hand 
of the beggar-woman it cannot be used in doing the same for her 
starving child, then it is clear that by its transmission from one 
pocket into the other more is added to the happiness of the poor 
than is taken away from the happiness of the rich. Walras* theory 
exposes one truth, Bentham’s doctrine two. It leads to the only 
just valuation of the social and economic order of capitalism. 

W. Stark 


University of Edinburgh. 



NATIONAL AND LOCAL FINANCE 

I 

In the political sphere there are to-day few more universal 
problems than those which may be loosely described as federal. 
In Europe, although events proved the idea of any general 
“ federal union ” to be beyond the limits of practical politios, we 
have recently witnessed the establishment of a highly significant 
customs union between Holland and Belgium. In India the 
birth-struggles of the biggest experiment in federalism that has 
ever been made are taking place. In the British Colonial Empire, 
in Africa and Asia, groups of States are ripening towards the 
federal principle. 

Even in the United Kingdom the problems of federalism are 
not without direct relevance. Notwithstanding the presence of a 
handful of Northern Irish representatives at Westminster, and the 
legal subordination of the Northern Irish Parliament, the relation 
between the Government of Great Britain and that of Northern 
Ireland provide in the constitution of the United Kingdom at 
least one trace of federalism. Further, the parallel between the 
neo-regionalism in local government now advocated by certain 
reforming groups, and the paleo-regionalism of the Conservative 
Party in 1913-14, should not be overlooked. Although the 
former (starting from the side of greater autonomy for local 
government) would apparently merely seek to cover the country 
with replicas of the L.C.C., and the latter (starting from the side 
of ridding Westminster of the weariness of local problems) would 
have constituted the United Kingdom a series of Northern Ire- 
lands, in practice the two systems might well have muoh in 
common. 

The new importance of federalism in the world calls for a fresh 
examination of its problems in the light on the one side of the 
constitutional strains of the last few years, and on the other of 
the continuous improvement in administrative techniques and in 
the speed of transport. This need is already being met by a 
swelling stream of new books, concerned especially with the 
political aspects of federalism . 1 In the federal problem, however, 

1 Federal Government. By K. C. Wheare. Oxford University Press, 1946. 
Pp. vii + 278. 16s. Federal Finance in Peace and War. By O. F. Shims. 
Macmillan, 1944. Pp. xvi + 877. 21s. State and Loom Finance in the National 
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economio, and particularly financial, considerations cannot long 
be separated from political considerations* In this as in other 
spheres of government the power of the purse has political conse- 
quences which may go beyond what is laid down in the con- 
stitution. The inescapability of economic considerations is 
shown by the fact that Prof. Wheare, whose interests are plainly 
legal and political, yet devotes nearly a third of his space to 
economics and finance. More directly concerned with the 
economic problems of federalism are the two other books with 
which we are here concerned— Prof. Shirras’ general review of 
the finances of the U.S.A. and the British Commonwealth federa- 
tions, and Prof. Hansen and Dr. Perloff’e close-up of the regional 
finances of the U.S.A. 

How are we to define federalism ? Prof. Wheare devotes his 
best attention to illuminating this first step (cf. pp. 13 ff.). He 
distinguishes three degrees of federal intensity, according as 
different conditions are satisfied. The most exacting definition — 
that of the “ Federal Principle ” — is satisfied only where powers 
of national and regional governments are co-ordinate — that is to 
say, each layer of government is independent within its own 
sphere. 1 Less exacting is the admission that a " Federal Con- * 
stitution ” may exist where the federal principle is predominant 
in practice, although one layer of government may depend on 
another (as in the U.S.A. until 1913, the Senate was elected by 
the State legislatures). A further relaxation is allowed in the 
working definition of “ Federal Government ” where, by its com- 
mon practice, the general government acts in a predominant 
number of aspects as if the regional governments possessed 
co-ordinate powers. These successive relaxations allow Prof. 
Wheare to consider the U.S.A., Canada, Australia and Switzerland, 
but not South Africa or India. 

It is well to be reminded that statutory rights may provide a 
greater assurance of continuity than mere convention; but the 
difference is in practice a matter of degree. Constitutions can be 
altered; even by less drastic means legal interpretation may 
mould and transform the original intention — as in Canada the 
tenour of the decisions of the Judicial Committee of the Privy 
Council have preserved wider powers for the Provinces than could 
reasonably have been expected from the Constitution; wider in 


Economy. By A. H. Hansen and H. 8. Perloff. New York: Norton, 1944. 
Pp. lx + 810. #8.75. 

1 Prof. Wheare differs from many writers cm political theory in regarding 
the location of residual powers as constitutionally unimportant. 
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important aapeota than those now enjoyed by the constitutionally 
more powerful States of the Australian Commonwealth. 

It is doubtful if even Prof. Wheare’s successive relaxations of 
tiie purity of practical federalism go far enough to cover some of 
the most important and interesting aspects of the federal problem. 
The objeot of federalism is to secure at one and the same time the 
advantages of unity and of diversity. In the economic sense at 
least these two can be secured in some substantial measure 
wherever the budgets of regional (local) governments are inde- 
pendent of the supervision and veto of the national (general) 
Government. In these conditions co-ordination of powers does 
exist, albeit perhaps only over a rather limited field. A necessary 
and sufficient condition for this state of affairs is that minor 
governments should control a fairly substantial independent 
source of revenue. 

From this point of view the federal problem of marrying unity 
and diversity is fully present in British local government to-day, 
and likewise in all democracies with a well-developed local 
government system. In the day-to-day oonduct of affairs the 
difference between them and the statutory federations is as much 
a matter of degree as of kind, as can be demonstrated by comparing 
the percentage of total tax revenue independently raised and spent 
by local governments, in relation to the revenue of national 
governments : 

Tax Revenue Collected and Spent by Regional Governments, as a 
Percentage of Total Tax Revenue. 

(Average for first half of the 30’s.) 

A. B. C. 


U.8.A. and British 
Commonwealth. 1 

Strong Local Govern- 
ment Democracies.* 

Other Democracies* 

U.O.A. • . 59 

Sweden . 

. 87 

Franoe . 

. 19 

Canada . . 54 

Denmark . 

. 39 

Belgium . 
(ItSy) . 

. 9 

Australia . . 51 

Norway . 

. 46 

. 22 

India . 49 

Holland . 

. 38 

u.k. me 

. 18* 

(South Africa) . 28 

V.K, 1918 

• W* 




1 Shims, op, oit. 

• Lindahl, Samtade Skattertryket % Sverige och Undlander, 

* Statistical Abstract of the UJC 

These figures broadly reflect the relative strengths of regional 
and general governments ; it can hardly be questioned that the 
difference in the effectiveness of looal government between col. C 
and B is at least as great as that between B and A ; yet the B 
v constitutions are unitary, and the A’s broadly federal. Actually 
the figures understate the power of the 'regional governments, 
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since many of them derive a proportionately mare substantial 
revenue from trading services than national governments. 
Further, the influence of regional governments is greater on the 
expenditure than on the revenue side, owing to the preeenoe of 
grants in aid, more or less freely disposable by regional govern- 
ments. It is, of course, the presence of this factor which falsifies 
the apparent transfer of Britain from Col. B to Col. C in the 
inter-war period ; but although a considerable relianoe on grants 
need not necessarily destroy diversity, it is evident that Britain 
has come to sail perilously near the shore. 

Federalism in the narrow sense is thus one (but only one) 
method of preserving the pleasures of diversity while enjoying the 
strength of unity. Viewed from this angle its basic problem is 
not so much that from which Prof. Wheare sets out — what are 
the conditions for the establishment of successful federal govern- 
ment? — but the more general one of what relations between 
general and regional governments are necessary in order to secure 
the continuance of both the strength and diversity sought by the 
federal form of government. When we are considering the 
financial side, it is particularly important to look at the problem 
in this more general manner. 

Approaching from this side, we are immediately faced with the 
questions, what kind of diversity, and for what purpose unity ? 
Not all the diversities enshrined in federal constitutions are 
worthy of preservation. Some, such as the racial or political 
discrimination of a Georgia or of an Ulster, run counter to the 
ideology of the nations of which they form a part, and the federal 
principle actually hinders their decent interment. There is, 
however (as Montesquieu was well aware, although his country- 
men persistently disregarded his words), both moral strength and 
political stability to be drawn from the diversity whioh springs 
naturally from local responsibility for decisions on social and 
economic affairs, particularly those of local interest and signi- 
ficance. As Prof. Wheare puts it (p. 228), “ Majort 'jpp of regions 
have a significance which majorities of people nave not.” 
Such diversity enriches the life both of the indivMual and of 
the community. The problem is how to preserve this kind 
of diversity in the face of growing centripetal tendencies — 
tendencies which spring both from political and from economic 
origins. 

- In the modem world, especially considered as a world liable 
to wars which call for enormous capital resources, the strength 
which comes through union may be a necessary condition for the 
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survival of local ideology, for all except such strategically happy 
backwaters as Sweden and Eire. If a federal constitution is the 
only practicable form of union for ensuring survival, it is almost 
certainly ineffective for the purpose. Co-ordination of powers 
over a wide field inevitably cramps the effectiveness of action. A 
federal government established in these circumstances is likely to 
specialise in an inability to get things done ; a condition which 
not all will agree with Professor Wheare (p. 86) in regarding as a 
positive advantage. 

Unified control is no less necessary for a systematic internal 
policy, whether it be merely to secure (in Prof. Hansen’s phrase) 
“ Federal underwriting of minimum service standards ” — a 
principle which has been of ever-growing importance in Britain 
since the first differential education grants at the beginning of the 
century — or whether it takes the form of a more comprehensive 
programme of income redistribution, or of public responsibility for 
the level of economic activity. 

The change in emphasis in the central /local government 
relation, illustrated in Britain by the relative decline in local 
revenue, is not confined to Britain. From all the federations 
examples can be gathered of general governments seeping through 
the local defences of the constitution, obtaining by the back door a 
considerable part of what the rigidity of written constitutions and 
the susceptibility of local feeling prevent them from getting by 
more forthright methods. This process is highly significant, and 
is well analysed by Prof. Wheare. 1 

The most obvious oocasion for the expansion of the economic 
powers of general governments is war ; but not all of the ways in 
which this works are equally obvious. It leads to increased 
legislative control on the one hand, and to increased delegation of 
powers to the national executive on the other ; not all of these 
extensions are commonly lost at the end of the war. On the tax 
side, war leads to a greater central control of revenue sources, 
which agafr s not lightly relinquished. More subtly, the power 
of peace and war, and its corollary treaty -making, can be used to 
increase central control, even in time of peace. Thus the inde- 
pendence of the American States was very considerably diminished 
when local militias were abolished in the interests of the national 
army. Again, that great social and economic experiment, the 
T.V.A., was justified by the federal Government, and confirmed by 
the Supreme Court, under the federal war power; the whole of 
the Mew Deal legislation might have been legalised under the 

1 Cf. especially pp< 106, 160, 180 f£. 
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Treaty-making power, had not the Supreme Court already found 
another way of dating its words . 1 

Many other methods of encroachment are also available to 
national governments, even in a constitution-bound federation. 
Above all is the power of inducement, inherent in all percentage 
grants, but especially noticeable in the devices of the U.S.A. 
federal government to promote social security measures. Ex- 
ample and publicity can also work to the same purpose. Thus the 
U.S. federal Departments of Labour and Commerce “ carry out 
investigations, compile statistics, suggest laws and regulations, in 
matters df social and commercial legislation, whioh, without doubt, 
fall within State (*.e., outside federal control) control.” * The 
practice of these indirect methods and their general aoceptibility 
demonstrate that although war may be the main occasion for the 
growth of economic power by general governments, it is not (as 
was claimed for instance by Seligman) the root cause of it. After 
all, the federal income tax in the U.S.A. was established before, 
and independently of, the war of 1914-18. Economic depression 
may be an even more powerful advooate of generalised social 
services than war. 

n 

The change in emphasis which is causing a revolution in the 
relation between general and local governments and their finances 
all over the world has a number of roots, but of these two are 
predominant on the financial side — in respect of expenditure, the 
growth of the social services; in respect of revenue, the pre- 
eminence of progressive income taxes as a fertile source of revenue. 
The revolution in public outlay caused by the growth of the social 
services can be demonstrated by figures presented by Mr. Shirras : 

Public Expenditure as a Percentage of the National Income , 1937-38 1 



Social Services. 

General Administra- 
tion + Defence. 

U.S.A. . 



8 

5 

Australia 



7 

4 

Canada . 



9 

5 

South Africa . 



5 

3 

India . 



2 

6 

TX.K. . 



13 

9 


1 Shirras, pp. 53, 88, 139, 165, 305; British figures from Appropriation 
Accounts and Local Government Financial Statistics. 


1 This way out was actually attempted in respect of the “ Bennett New 
Beal ” in Canada, but was frustrated by the decision of the Judicial Committee 
of the Privy Council, in accordance with the policy referred to above, of. Wbeare, 
pp. 157, 183, 185. » Wbeare, p, 180. 
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The precise figures should not be pressed too closely (for 
instance, there is considerable doubt as to the significance of 
expenditures classed together as “ pensions ”) ; but the general 
position is dear ; even on the eve of war the social services had 
come to occupy a predominant place in budgets in the Anglo- 
Saxon countries. It is interesting, further, that in spite of the 
relativdy greater development of social expenditure in Britain 
than elsewhere, its predominance was relatively less, owing to the 
heavy cost of defence. 

The social services universally began as regional, indeed 
predominantly local, duties ; and in spite of the partially conflict- 
ing claims of standardisation of service (which calls for central 
supervision if not control), regional they are likely to remain, 
and for the most part should remain ; for it is in fields such as 
these that the right type of local diversity is exercised and the 
right type of local initiative developed. The social servioes 
require, however, large and expanding outlays, which call for large 
and expanding revenue. The answer to this call must mainly 
come from progressive taxation, especially the taxation of incomes 
from work and property (including the profits of firms) — that is to 
say, from just those taxes which national governments need to 
control in order to support their overriding duties vis-d-vis foreign 
States. 

Thus it is that in advanced countries the “ social service State ” 
is coming to birth in conditions of strain between national and 
regional governments, a strain which varies in intensity according 
in the first place to the overall pressure on the revenue, and in the 
second to the initial allocation of revenue sources, and to some 
degree of duties also. Thus the strain has been worst where 
national governments have not been constitutionally endowed 
with priority in income tax, and have had to seize that priority 
by more or less arbitrary methods. Already in the late thirties 
most national governments had acquired a complete predominance 
in this sphere, as the following percentages show. 


Percentage of Income and Profit » Taxes Accruing to Central 
Governments, 1937-38 1 


U.K. 

U.S.A. 


Australia. 

South Africa. 

100 

SO 

72 

27 

88 


> Shin**, pp. 44, 78, 128, 172. 

The batter war and post-war struggles in Canada and Australia 
are at once explained by these figures; but they do not tell the 
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whole story, since In every federation the position of the national 
Government is made more diffioult by the existence of very high 
tax rates in certain regions. 

Among the federations an important cause of differences in 
strain is the allocation of revenue sources and duties between the 
upper layer of regional governments (which it is convenient to refer 
to as “ states ”), and the lower layer (or layers) (which it is con- 
venient to lump together as “ local authorities ”). This important 
complication of the federal problem is quite unaccountably ignored 
by Prof. Wheare, but is well dealt with by Prof. Shirras. Thus 
in the U.K. the most onerous, and consequently disequalising, 
form of social expenditure has always been relief (publio assist- 
ance) ; 1 it is not therefore surprising to find that more difficulties 
have arisen in Canada, where relief is predominantly a local affair, 
than in Australia, where it is not. Parallel differences arise over 
the distribution of responsibility for education and health services. 
Especial strain, and especially sharp service differences, are found 
for instance in the U.S.A. and Canada, where the local govern- 
ments (inevitably the weakest of the three partners in administra- 
tion), exercise important duties in these fields. Contrast the 
relative absence of strain, before the emergence of war difficulties, 
in Australia, where public assistance is a national responsibility, 
education a State affair, and the duties of local authorities are 
mainly concerned with sanitary services. 

A further difference arises according to the type of local 
government. Difficulties are greatest where the small “ town- 
ship ” jurisdiction (urban or rural) is preponderant, as in the 
U.S.A. In developed countries experience shows that the success- 
ful local administration is essentially that of the moderate to large 
town. This is both natural and right, because it is in urban 
communities of this nature that the local consciousness which most 
easily promotes the right kind of diversity is most simply united 
with a unit of control that is economically appropriate. The 
attempt in Britain to promote similar units of control outside of 
the larger towns, by concentrating urban and rural districts under 
county council management, is only very partially successful from 
the point of view of preserving diversity and initiative ; although 
(as Messrs. Hansen and Perloff realise, p. 94) it perhaps offers the 
only practicable solution of the local government problem in non- 
urban areas.* 

1 C. F. Hicks (J.R. and U.K.), Standard* of Local Expenditure. 

1 It is interesting that the Amerioan writers (Hansen and Perloff, pp. 76 ff.) 
set the optimum unit for independent local government at a lower level (popula- 
tion of 80,000 to 60,000) than is now allowed for county borough status in 
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A farther illustration of the virility of urban local government 
is afforded by the big towns in South Africa, where the con- 
stitution provides little scope for the independent development 
of local amenities and very sketchy independent revenue sources, 
other than the profits of trading services. Dr. Maud’s researches 
have already shown the importance of the local government of 
Johannesburg. Prof. Shirras’ combined figures illustrate the 
extent to which South African city government has broken 
through the centralising shackles of the constitution. 1 

It is not only in the field of income tax that incompatibility 
between resources and duties may arise.- As revenue needs 
expand, the question of control over inheritance taxes seems likely 
also to give rise to trouble. These taxes have traditionally be- 
longed to the middle layer in federal constitutions ; but recently 
they seem to be going the same way as income tax ; in the U.S.A. 
76% of inheritance-tax revenue now goes to the federal Govern- 
ment. In the field of outlay taxes the “ key ” revenue sources 
are the traditional taxes on drink and tobacco and the newer 
duties on motoring and general sales (or turnover). The degree 
of strain differs markedly according to the way in which these 
revenue sources are distributed between federal and State Govern- 
ments. In the U.S.A., where 70% of the taxes on alcohol and 
90% of those on tobacco accrue to the federal Government, while 
the lion’s share of general sales tax and motoring tax revenue go 
to the States, the strain is less than in the British Commonwealth 
federations, where the sales tax accrues to the general Govern- 
ments and motoring taxes are much less fully developed. The 
lighter revenue needs of the U.S.A. — largely due to the burden of 
debt in the British federations — must also be borne in mind. 
There are, however, grave economic and distributional dis- 
advantages in allowing regional governments to exploit sales 
taxes. y 

In contrast to the confusion and competitive exploitation of 
outlay taxes by the middle and top layers of government, it 
appears to be becoming general for local governments to be left 
with a single, but substantial source of revenue, a tax on real 
estate. Taxes of this nature formed 94% of the revenue of local 
authorities in the U.S.A., 90% in Canada, over 80% in Australia, 
100% in South Afrioa — and of course 100% in Britain. On the 

Britain. May it not be that in the interests of a short-righted megalomania — 
largely in the interests of the counties — we are denying ourselves the full use of 
the most virile element in looal government t ? 

i Shirras, p. 172. 
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other side, over 90% of the revenue from this tax accrued to local 
authorities in the U.S.A., Canada and South Africa, and over 80% 
in Australia. So long as the duties of local authorities do not 
exoeed what can be financed from this source — with the support 
of such equalising grants as may be necessary to procure com- 
parable services — the main financial problem is thus one of the 
relations between federal and State Governments. 

These figures, also derived from Prof. Shirras, must be re* 
garded as no more than approximate. Sources of revenue are 
not shown with sufficient detail to enable precise comparison to be 
made. This criticism holds equally on the expenditure side ; in 
particular it is impossible to-determine from the figures the manner 
in which debt charges should be treated, in an economic as distinct 
from a budgetary sense. It is clearly not plausible to apply 
universally the traditional British practice of regarding public 
debts as predominantly dead weight ; yet it would appear that a 
considerable part of the “ productive ” debt in the Common- 
wealth federations, which should be represented by assets, is in 
fact virtually dead weight. 

What are we to think of this distribution of resources and 
powero ? It is clearly not good enough to follow Prof. Wheare 1 
in attempting to adduce what ought to be merely from what is. 
While some of the facts are clearly the result of policy — for 
instance, the concentration of income taxes under the control of 
national governments, and the allocation of education and some 
health services to State Governments — for the most part the 
distribution of resources and responsibilities appears to be the 
result of historical accident. It is not surprising that nowhere is 
complete harmony to be found, on either side of the public finance 
balance-sheet. 

As has already been indicated, sufficient data have not yet 
been assembled to make an informed judgment on essential points. 
Prof. Shirras has done a stout piece of work in bringing together 
a great mass of detail, probably a fairly complete collection of 
what was readily available. It must be admitted, however, that 
it does not take us very far, in spite of the fact that the book 
contains no less than 163 tables. The data for the different 
federations are not on all fours; in general the figures are too 
global to be informative, and, further, especially for the purpose 
of making internal comparisons between regions — which is a 
necessary process in the analysis — figures need to be expressed 
on a per head basis, rather than in relation to national or regional 

1 Wheare, p. 98. 
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incomes. National income figures are seldom a sore enough 
foundation for comparisons; and regional income figures, where 
they exist, are enormously less reliable. Finally, as has been 
suggested above, the comparison should be completed with figures 
not only from other federations, but also from the strong local 
government democracies. 

Even at this stage, however, it should be possible to suggest 
oertain general principles. In the first place, it is clear that 
national Governments must either control income and capital 
taxes, or command a priority in respect of them sufficient to allow 
them fully to satisfy their needs in an emergency. Secondly, 
wherever it is intended to follow a general policy of progressive 
taxation or of income redistribution, it is necessary for the 
national Government to retain under its control a sufficiently 
large part of the total tax structure to control the progression 
(this point is understandably emphasized by the American 
writers *). Federal plans in this respect can be completely upset 
by State exploitation of general sales taxes. Thirdly, on grounds 
of double taxation, the less minor Governments are allowed to 
exploit income taxes and excises (in the British sense) the better, 
especially where local tax jurisdictions are small. Finally, for the 
lowest layer of Governments a real-estate tax of some Bort remains 
appropriate, if only because it is the simplest way of securing 
budgetary independence; but at the same time it does avoid 
double taxation between local and other budgets so long as 
upper layers agree to vacate this tax, as they are usually prepared 
to do. 

Some — although not all — of these principles are in fact reflected 
in current tendencies. It is not always realised, however, the 
extent to which they imply an increase in grants in aid ; and in 
the next round, where minimum service standards become an 
accepted aim of policy, in differential formula grants. These will 
beoome necessary not merely for local governments (where a real- 
estate tax can only be made compatible with a progressive tax 
structure so long as the rates are low in relation to family incomes) ; 
but also for the middle layer of governments, who are now in 
danger of losing some of their most fertile revenue resources, 
without a corresponding decline in their responsibilities. 

On the subject of grants in aid, especially on the best basis for 
differential formulae, there is urgent need for more comparative 
research. Farther research is also needed in order to gauge how 
great is the danger of loss of budgetary independence (and so the 

1 Hwm and Porloff, p. SS. 
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sacrifice of desirable diversity) from an extension of differential 
grants. The experience of the ILK. and of Australia, who have 
travelled farther along this road than others, suggests that it need 
not be very immediate. 


Ill 

The need for further comparative research is even more press- 
ing on the expenditure than on the revenue side. The field whioh 
might be covered is suggested by the contribution whioh Prof. 
Hansen and Dr. Perloff have made in investigating in some detail 
a number of inter-local problems in the greatest of all federations. 
It is a study such as this which reveals the essential similarity of 
the interlocal and central /local problems in a federation and in a 
democracy with independent local budgets such as Britain. 

Space does not allow of a just appreciation of this contribution, 
but four aspects at least deserve mention because they are parti- 
cularly relevant to contemporary British problems, (i) the problems 
raised by interlocal differences in resources and service standards ; 
(ii) jurisdictional (boundary) problems, especially in connection 
with urban overspill and differences between private and social < 
costs when factories move into the country ; (iii) the relative costs 
of administering and of replanning blighted areas; (iv) the 
fundamental nature of local “ fiscal perversity ” in depression. 

As is to be expected in a country of the size and natural 
diversity of the U.S.A., local incomes vary enormously. Taking 
States as a whole (from data derived from state income taxes), 
income per head ranges from $853 in New York to $199 in 
Mississippi ; 1 within States the range will naturally be much 
greater. The effect of these differences, unrelieved by differential 
grants, on service standards, can be imagined. Education 
expenditure per pupil is found to vary from an average of $157 
to one of $31; it is moreover inversely correlated with the 
number of children per adult. On health services some States 
spend as little as 3 cts. per head per year. In the rural parts 
of Alabama only 2% of births take place in hospitals; in 
the rural parts of California 66%. As in Britain, if you are 
in need of assistance you will get the best terms in the riohest 

The problem of urban overspill and jurisdictional rigidity has 
beep raised in an acute form in the U.S.A. by the war factories ; 

1 Hansen and Perloff, pp. 18, 16 ff. 

* Op. c it., p. 171. 
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it is intensified by the typically small size of looal administration 
jurisdictions. 1 Of especial reference to British problems is the 
demonstration of the effect of the failure to allow city jurisdictions 
to expand. 1 Philadelphia is only one-tenth of a square mile 
larger than it was in 1834 ; San Francisco is the same size as it 
was in 1866. In all the larger cities, not excluding New York, 
the centre is tending to become stationary, or even to decline 
relatively to the periphery, whether measured in terms of retail 
sales, manufactured products, or workers employed. 

This situation leads to the blighted area round the city centre, 
just as too often occurs in Britain for essentially s imil ar reasons. 
On this problem Messrs Hansen and Perloff have a number of 
useful things to say. They quote a Boston investigation* of 
different census tracts (or as we should say, wards), distinguished 
according to their dominant use, and showing that the cost of slum 
areas enormously exceeds the revenue derived from them. It is 
pointed out (as is again true in this country) that the true cost of 
slums is never apparent because the property is over-valued for 
looal revenue purposes. 4 For dealing with problems of the 
blighted area the authors recommend, in addition to powers of 
land control and acquisition, federal advances (if necessary up to 
100% of the cost) not merely for reconstruction purposes, but also 
to cover the cost of replanning. 

The causes of fiscal perversity in looal finance in depression are 
now fairly well understood; nevertheless the authors underline 
some useful points on this side also — for instance, the difficulty 
that local debt is mainly held externally to the jurisdiction, so that 
debt service is not a mere transfer between citizens. On the 
whole, however, this is the least satisfactory part of the book, more 
especially as the authors allow themselves to stray rather too freely 
for a book of this nature into general problems of the overall tax 
structure and of its income distribution — questions which are only 
loosely related to their main theme. , 

One of the ways in which we in this country have most to 
learn from State and Local Finance in the National Economy is by 
observing the wealth and variety of detailed statistical research 
into problems of local government and finance on which the 
authors can draw, research coming both from official— national 

1 It will bo remembered that the process of concentrating ad hoe authorities 
into general looal councils (completed in Britain in 1929) has not taken place in 
the U.S.A. 

* Hansen and Perloff, pp. 85, 95. 

• Op. e p. 109. 

4 Op. oU. t p. 117. 



622 


thx xoozroMio jomatAL 


[1»W.)966 


and local — and from private sources. The United States started 
some considerable way behind Britain in attempting to provide 
a national system of social services ; bnt if we do not wake up 
they will soon have much better means of testing and ensuring its 
efficiency than with all our experience we oan command. 

Ursula K. Hioss 

Oxford. 



REVIEWS. 


Economic Rebirth. By R. G. Hawtbey. (London : Longmans, 
1946. Pp. 161. 5a.) 

The title of this book, and the “ majestic utterance ” from 
Isaiah with which it opens, lead us to expect some strong proposals 
for our future economy. It is a post-war study, but it differs 
from others of that kind in that lines of pre-war thought are 
sustained, and Mr. Hawtrey does not discard all pre-war 
economies as ideas to which we are “ not going back.” Rather, 
he maintains the ideas, -mainly monetary, with which his readers 
are already familiar, and in more than one passage shows a 
critical independence of the Keynesian analysis. But, consider- 
ing the sort of plans which are now being made, Economic Rebirth 
is a strong title for the much less ambitious proposals here put 
forward. For example, “fall employment is most effectively 
maintained by a judicious regulation of the flow of money through 
the mechanism of credit, and especially by restraining in time any 
such expansion as is likely to involve a subsequent contraction ” 
(p. 62) is a statement influenced, not by the ideas of Beveridge or 
Keynes, but by those of Marshall, who said that the “ only effective 
remedy for unemployment ” is that “ reckless inflations of credit — 
the chief cause of all economic malaise — may be kept within 
narrower limits ” (Principles, p. 710). The control of inflation is 
the theme of the first part of Mr. Hawtrey’s argument ; he fears 
a release of spending power for some time, and that control of 
prices will only exhaust stocks, while a rise of prioes is unfair to 
contractual incomes. He favours the timely use of Bank Rate, 
that “ beautiful instrument ” of the Macmillan Committee, and a 
forced loan. These proposals are transitional, as were similar 
plans in 1918, when Cannan saw the same dangers as Mr. Hawtrey 
sees now. The reader must follow for himself the descriptive and 
critical treatment of this safeguard in its national and inter* 
national aspects, and its relation to wage policy. So many 
details are woven into the argument that it becomes a rapid 
review of current tendencies, the main thread having to be 
picked up at intervals. Needless to say, it is scholarly and 
informative, although a student will feel rather refreshed than re- 
born. 
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The second main suggestion is for the nationalisation of the 
wholesale trade. This would, he thinks, give the State a strategic 
position as regards priorities, and could be applied to imports as 
well as to domestic supplies. “ Integrations ” would have to be 
broken up, so that the selling or buying department was placed 
under a public control. The State would levy, in handling 
supplies, what would amount to a purchase tax, so creating a 
margin for the replacement of stocks. Mr. Hawtrey perceives the 
difficulties in respect of some capital requisites, but thinks the 
plan can be worked, and prefers it to Collectivism. Will this 
plan affect the practice of maintained retail prims, which manu- 
facturers have imposed on retailers for branded goods, or will the 
Government sell to retailers without conditions? This would 
revive an old controversy. To many, however, this suggestion 
will be a more acceptable way of gaming some of the advantages 
of a public control. 

D. H. Macgregor 

AH Souls College, 

Oxford. 


Tin wider Control. By K. E. Knorr. (Stanford University 
Press, California, 1945. Pp. xi + 314. $3.00.) 

The World Coffee Economy, with Special Reference to Control 
Schemes. By V. D. Wickizer. (Stanford University Press, 
California, 1943. Pp. x + 258. $3.00.) 

These are two more of the Commodity Policy Studies which 
the Food Research Institute of Stanford University is producing. 
The first is a smashing indictment of the international tin oontrols 
of the nineteen thirties, but let no one suppose that because it 
emanates from the United States it is mere propaganda. On the 
contrary, this seems to me as impartial as any study on suoh a 
subject can well be, and its conclusions therefore merit corre- 
sponding attention, especially in Great Britain, and not least at 
the British Colonial Office. The book was finished towards the 
end of 1944, but it has dated little, if indeed, for all major purposes, 
at all. 

Mr. Knorr starts with four introductory chapters on the uses 
of tin, the nature of the demand and supply, and the like. Then 
comes a chapter “Developments Prior to Control 1918-80,” 
which in 23 pages is something of a masterpiece of compression, 
giving just what is essential for the main purpose of the book 
without in my judgment any serious, let alone unfair, omission. 
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A detailed history of the three control agreements follows, and is 
completed on p. 187. The reader who is really conversant with the 
characteristics of the tin industry and with its history may, if he is 
in a hurry, start at p. 188, but this is not, of course, to say that Mr. 
Knorr should not have written this part of his book. Even 
though he has added little that is really new, it was essential to his 
purpose to present this historical study, and well worth doing 
because we have not yet had a single study of this complete 
epooh. This will, I think, be the standard work on the subjeot. 

The really valuable part of this book, however, is the sixty-five 
pages (Chapters XI and XII) in which international control is 
appraised. Control was certainly successful in raising and main- 
taining the price of tin, and if a price around £220 was in the view 
of the controllers a “ fair ” price, this objective was accomplished. 
Moreover, the control years, despite very severe output restriction 
at times, are shown to have been profitable years for the industry. 
On the other hand, the objective of moderating short-period price 
fluctuations was not aohieved : the jejeune comparison of 1919-60 
and 1931-41, on which the Tin Producers’ Association base their 
claim, is rightly rejected, and the more reasonable comparison of 
1921-30 and 1931-39 shows approximately the same average 
annual price fluctuation at £64-66 per ton. The reasons for this 
failure lead to a useful study of the difficulties of price forecasting, 
the oonfiiot between the objectives of assuring both a high price 
and a relatively stable price, and the technique of buffer stocks. 
But, of course, the worst feature was that the controllers “ focused 
their attention upon low prices and their immediate cause, i.e., 
surplus stocks and surplus supplies. In no statement of policy 
did they pay the slightest attention to surplus output capacity, 
the ultimate cause.” “ In other words, international tin control 
set out to oorreot the effects of previous over-investment and 
mal-investment, while preserving their cause.” I ought not, 
however, to spoil Mr. Knorr’ a very able and fair analysis by 
such summary notes and quotations. These chapters must be 
read by all who are interested in or concerned with commodity 
control. 

Finally Mr. Knorr gives us fifty pages on post-war demand 
and supply prospects, and the issue of post-war control. He is 
led to the conclusion that after the transition period tin con- 
sumption will not exceed the average absorption in the late 
nineteen-thirties, and therefore if the pre-war capacity of the 
Far East is restored, the industry will “ again be confronted with 
the alternatives : depression or renewed output control.” Mr. 
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Knorr comes down, in favour of free competition and against any 
attempt at “planned disinvestment over time,'* though he 
suggests that the United States, perhaps in co-operation with the 
United Kingdom, might help in easing the transition for Bolivia 
and in diversifying that country’s eoonomy. “ The readjustment 
of productive capacity by way of unhampered competition will 
be a harsh, oruel and lengthy process, but it will work.” And 
after mnoh careful disoussion his verdict is that “ a buffer-stock 
scheme is far from being a cure-all,” and that even the most 
suitable type of buffer-stock for tin “ would operate on a pre- 
carious basis.” As I write this review, the International Tin 
Conference is about to open in London. Even if it should agree 
with Mr. Knorr’s forecasts of demand and Bupply after the transi- 
tion period, I doubt whether it will accept his conclusions as to 
policy, but I do hope the delegates have studied his book — they 
will make wiser decisions if they have. 

There are a few weak spots in this work to which one might 
draw attention, e.g., a still insufficient investigation of costs, a 
neglect of the marketing organisation, inadequate treatment of 
the organisation of capital, etc., but when we have so much 
that is good, such criticisms would be captious. 

Mr. Wickieer’s book on coffee was published in 1943, and the 
copy sent for review at the time appears to have been lost on the 
journey. The value of the book must be judged on the dual basis 
of its full title. Another standard book on the world coffee 
industry and trade is overdue, and even if written during this 
present period of transition it would be valuable as the record of 
the inter-war epoch. Judged on this basis, Mr. Wickizer’s book is 
not sufficiently comprehensive as regards production, particularly 
outside the American continents, and has little to say about 
marketing, though the consumption end and its problems are 
dealt with much more satisfactorily, and some new ground is 
broken here. On the other hand, this book is a good introduction, 
for it does bring out the salient facts and problems, at least from 
the American point of view, and that may really have been its 
main objective, especially in view of its relatively small size. As a 
contribution to the study of control schemes, either for coffee or 
in general, it can be reckoned only slight. In Chapter X, beginning 
on p. 136, Brazil’s oontrol schemes are reviewed, but without 
adding materially to existing knowledge of the subject. The 
English reader will indeed be grateful for the summary of the 
Pan-American conferences and the account of the Inter-American 
Coffee Agreement in Chapter XII, while Mr. Wickizer’s warnings 
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In Chapter XIII as to the very limited applicability of the prin- 
ciples of this agreement to any future world agreement are 
sound and timely, even if on the obvious side. But the discussion 
of the i mme diate post-war transition period is already largely 
obsolete, though Mr. Wickizer Can hardly be blamed for failing to 
foresee in 1946 the disappearance, as the result of four sucoessive 
bad crops in Brazil, of what then seemed a certain surplus problem. 

J. W. F. Rows 

Pembroke College, 

Cambridge. 

The Analysis of Economic Time Series. Cowles Commission 
Monograph No. 6. By H. T. Davis. (Bloomington, 
Indiana : Principia Press, 1941. Pp. xiv + 620. 25s.) 

In the application of statistics to economics the data we have 
to deal with are often given in the form of time series, and it is 
an almost universal experience to find that successive values of 
the quantity we are studying are correlated amongst themselves. 
All ordinary tests of significance break down. What, then, is 
to be done ? It is useful to turn back to the consideration of the 
simplest of statistical problems. Suppose we measure the length 
of a rod a large number of times. The resulting set of values is 
usually found to be well fitted by a normal distribution, which 
we can therefore use to describe the set of observations. More- 
over, tests of significance oan be devised which will show that 
the observations are independent of each other. Turning aside 
from the experimental evidence, we may also seek to justify the 
use of the normal distribution by assuming' that the errors in 
our measurement are the result of a large number of small physical 
oauses which are distributed independently, or nearly inde- 
pendently, for in that case it may be shown mathematically 
that under oertain conditions such a sum tends to be distributed 
normally. We have thus constructed a plausible theoretical 
model of our experiment and shown that the experimental results 
do not differ significantly from it. 

The same procedure must be followed in studying economic 
time aeries. The observations are given sequentially, and although 
each observation is correlated with the previous value, it is not 
functionally determined by it. It is therefore dear that the 
natural mathematical model to use is some form of “ stochastic 
prooess ” or prooess involving probabilities in chain. The theory 
of probabilities in chain was developed by Markov many years 
ago, and has wide ramifications in many branches of soienoe, but 
the study of the particular types of process which are relevant 
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in eoonomio time series is of more reoent growth. An accurate 
acoount of such processes will be found in Wold’s book A Study 
in the Analysis of Stationary Time Series (1938). The models 
proposed are of two types. In the first we suppose that the 
observations can be represented by the sum of a finite number 
of harmonics (the “ functional ” part) together with a superposed 
“ error ” which is independently distributed from one observation 
to the next. An attempt can be made to find the functional 
part by the methods of periodogram and harmonic analysis. 
This functional part of the process is supposed to oontinue in- 
definitely into the future, unchanged by any random alteration 
in the economio situation. The second type of model is either 
a finite moving average of a random series or the solution of a 
stochastic difference equation, and thus has the advantage of 
incorporating the effects of present random changes into the 
future history of the system. Having constructed a theoretical 
model of the phenomena and studied its behaviour, we must 
then ask whether it can be plausibly fitted to our data, and we 
do this by applying significance tests. 

In the present book Professor Davis has amassed a large 
amount of information on these problems, together with much 
highly speculative matter. The first chapter introduces the 
problem by its history and describes some typical economic 
series. After discussing various economic crises (including an 
interesting account of the tulip mania in Holland), he gives an 
introductory account of trends, harmonic analysis, stochastic 
difference equations, serial correlations and the variate difference 
method. 

• In the second chapter he describes the technique of Harmonic 
Analysis and applies it, after periodogram analyses, to various 
economic series. However, Wold has shown theoretically, and 
Kendall experimentally, that harmonic analysis and periodogram 
analysis cannot be applied to such material, for once we admit 
the possibility of random changes having effects which are 
incorporated into the future of the system, periodogram analysis 
breaks down. The third chapter deals with the much more 
important subject of serial and lag correlations, and gives a 
number of interesting examples and an outline of the important 
work of G. U. Yule and Sir Gilbert Walker. The chapter ends 
by relating lag correlations to the theory of supply and demand. 

The third Chapter deals wi th completely random series and 
various tests for complete randomness, but a great deal of work 
has been done on this subject which is not referred to here. The 
author also describes the construction of non-random series fro m 
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random aeries by differencing or summing, and proves Slutzky’s 
sinusoidal limit theorem. The fourth chapter deals with “ The 
Degrees of Freedom in Economic Time Series,” and is really 
an attempt to discuss the significance problem. The author 
begins by drawing an analogy between energy in mechanics and 
varianoe in statistics, which I did not understand. He then 
discusses Schuster’s, Walker’s and what the author calls Fisher’s 
tests of significance in harmonic analysis. But apart from the 
faot that harmonic analysis is irrelevant to the problem of time 
series, all these tests assume that the series is completely random, 
and as this is never the case in practice (and if it were, there would 
be no point in making the analysis), the tests are irrelevant. 
No attempt is made to discuss the significance of a serial cor- 
relation. In 1942 R. L. Anderson obtained the exact sampling 
distribution of such a coefficient, but Bartlett had suggested a 
method for finding its standard error in 1935. The remainder of 
this ohapter is a short introduction to factor analysis. 

The sixth chapter describes various methods of fitting trends, 
including the variate difference method and the use of the logistic 
curve for graduating the growth of population. Chapter Seven 
gives a large number of examples of periodogram analyses, and 
Chapter Eight discusses various economic theories whioh have 
been put forward to explain oscillatory movements, concluding 
with an interesting discussion of Volterra’s equations. 

Chapter Nine deals with statistical distributions of wealth 
and income, including Pareto’s and a new distribution due to the 
author. The tenth and eleventh chapters deal with the equation 
of exchange and various dubious methods of forecasting time 
series. The last chapter is an attempt to provide an economic 
theory of history based on economic cycles, and is even less 
critical than the previous chapters, for among other things the 
author seems to believe in a fifty-year “ cyole ” in major wars 
(the book was written before Pearl Harbour). 

The book gives the impression that the author, confronted 
with a large amount of interesting data, had chosen mathematical 
methods for dealing with it without asking what they meant or 
discussing the statistical significance of his results. However, 
economists and statisticiails must be grateful for the large amount 
of Information and references which are here provided on this 
most difficult subject. 

P. A. Mo&an 


Institute of Statistics, 
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Rudimentary Mathematics for Economists and Statisticians. By 
W. L. Chum and Joseph A. Schumpeter New York and 
London : McGraw-Hill, 1946. Pp. ix + 183. $2.60.) 

About three students of economics in every four seem to have 
resolved that all mathematical methods are difficult, even the 
methods which they conquered with ease at sohool. To those 
afflicted with this irrational belief, Professor B. G. D. Allen’s 
Mathematical Analysis for Economists is too strong a medicine; 
and the attempt of two eminent Harvard professors to cure by 
milder doses, disguised with syrup, could therefore be most useful. 
The prescription is to present the elements of co-ordinate geometry, 
of differential calculus (including differential equations), and of the 
theory of determinants, all well mixed with economic illustrations. 
The mathematics and economics are accurate, without being 
pedantic ; the style is reasonably clear, though wordy. 

It is diffi cult to judge the book without trying it on some 
undergraduate guinea-pigs ; but it hardly seems likely to succeed 
in its purpose. Firstly, it certainly does not teach the mathe- 
matics appropriate for statisticians ; integration is mentioned only 
incidentally, and its connection with areas wider curves is not 
referred to at all. Secondly, the treatment is in some cases so 
brief that it would confuse the student further without affording 
him any guide for action. It would be well worth while if the 
elements of the theory of matrices and determinants could be 
taught; for that theory has a natural appeal to the mind in its 
coherence and beautiful simplicity. But to detach, for con- 
sideration in seven pages, certain ideas about determinants merely 
gives an impression of ponderous and useless wizardry. 

But a more serious objection can be raised against the whole 
method of the book. It is entirely appropriate to help the student 
who already knows mathematics to apply his knowledge in the 
economic field; it is not appropriate to use his knowledge of 
economics as a means of teaching him mathematics. A new 
discipline should be taught with the assistance of the simplest 
ideas possible, preferably ideas familiar since early childhood — so 
familiar that they are “ obvious.” Ideas of cost, prioe, marginal 
utility, elasticity are new to the student, and therefore involve 
more strain on the mind than the familiar thoughts of position, 
time, speed, slope and so on. 

Perhaps Professors Crum and Schumpeter will one day give 
us an enlarged -edition, not so exclusively economio in its illustra- 
tions, and with enough detail to guide the student in the use of his 
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new knowledge; so that he may be “ a Doer of the word, and not a 
Hearer only, deceiving himself.” 

Chables F. Cabteb 

Marshall Library, 

Cambridge. 

The Condition of the British People 1911-1945. By Make 
Abrams , with a Foreword by 6. D. H. Cole (London : Victor 
Goll&noz, 1946. Pp. 119. 6s.) 

In this short study prepared for the Fabian Society Mr. Abrams 
has brought together in compact form much of the information 
relating to changes in the working-class standard of life over the 
past thirty or forty years. His intention is to demonstrate in 
quantitative terms the improvements which were already being 
set in motion in the first decade of the oentury, when the influence 
of a political labour movement was beginning to be felt. In his 
Introduction he speaks of “ the years since, in spite of the inter- 
ruption of two world wars ”, as “ constitut(ing) little more than 
a coherent and unfaltering development from those roots.” As 
Professor Cole points out, this booklet supplements his own pre- 
war Condition of Britain, differing from the latter in being 
“ essentially economic in soope and in making a definite attempt 
at comparison of the present with the situation of the British 
people on the eve of the first world war.” 

One might be inclined, perhaps, to quarrel with Mr. Abrams’ 
historical perspective — with his emphasis on the beginning 
of the century as the great turning-point in social improvement, 
when started the “ ferment which broke Britain loose from the 
standards of the nineteenth century ” — and to think that, in his 
zeal to give shape to his “ Edwardian revolution,” the author 
over-simplifies and overdraws certain features of his picture. 
Some of this sharpness of emphasis should probably be tolerated 
as journalistic licence designed to catch the attention of his readers. 
The Foreword, as if to meet this criticism, remarks that, although 
“ averages are misleading unless we bear in mind the effeots of 
unemployment in the distressed area and the continuance, albeit 
on a somewhat reduced scale, of absolute poverty and slumdom in 
every big city, of serious malnutrition, especially in the larger 
families and of sharp inequality of educational and social 
opportunity,” " nevertheless the economic advances are undeniable 
and only deliberate obscurantists contest them.” 

With the caution that the reader might do well to maintain 
an independent focus on the events described, mid not always 
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aooept the author’s, this booklet can be recommended as a very 
convenient summary for elementary students, giving to them a 
concise generalised picture of the social scene and particularly 
of lines of change. The author selects and presents his facts with 
discretion and ability and with clarity; and although there is 
plenty of detail, he does not allow any reader to lose the wood in 
the trees. Moreover, he stresses regional comparisons as well as 
comparisons over time. After three opening chapters on popu- 
lation trends, we pass via a brief chapter on regional differences in 
age composition to urbanisation and the impact of number and 
size of families upon the housing problem. There follow analyses 
of the occupations of the working population, of employment and 
unemployment (the latter all too brief) and of the inoome and 
expenditure of the population. The book closes with a useful 
riswm/i of the main poverty studies from Charles Booth to the 
Birmingham enquiry of 1939. In a concluding summary the 
author makes his bow once more to the “ Edwardian revolution,” 
adding the comment that “ to-day it is clear ” that its “ methods 
even when pushed to their limits are by themselves inadequate 
to accomplish all its purposes.” 

M. H. Dobb 

Cambridge. 


The Spirit of Russian Economics. By J. F. Nobmano. (New 
York : The John Day Company, 1946. Pp. xiv -f- 162, 
$ 2 . 00 .) 

This booklet, published in conjunction with the Bussian 
Economic Institute in New York, gives a summary aocount of 
Bussian economic writings from the dawn of the Slavophil- 
Westemiser controversy at the beginning of the nineteenth- 
century up to the present day. The author composes his account 
easily and gracefully, and does not allow it to be unduly burdened 
by his own considerable erudition. 

He stresses the influence which English economic thought 
had upon Bussian liberal circles in the early part of last century. 
Earlier writers of Mercantilist bouquet like Pososhkov “ drew their 
knowledge and conclusions from observation of Bussian actuality 
and not from foreign literary souroes.” But Speransky, the 
adviser of Alexander I, was an admirer of Adam Smith and 
surrounded himself with “ Smithians ” ; and even Alexander in 
his liberal period was under the influence of Smith and Bentham. 
Alexander Badischev returned from the University of Leipzig as 
an admirer of English thought. Translations of Bentham 
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started in the official St. Peterebwrq Journal in 1804, and a monu- 
ment was erected to Arthur Young in a village in the Moscow 
gubernia in 1807. Even Pushkin has a slanting reference to talk 
about the wealth of nations among the youth of the time. By 
contrast, the middle and later nineteenth-oentury, under the 
influence of Herzen, Chemyahevsky and Dobrolyubov, was more 
largely influenced by German writings and by Marx (although 
interest in Marx was linked with an interest in Ricardo) ; and 
Marx himself learned Russian in order to study the Russian 
agrarian question and took part in the Narodnik controversy. 
About this controversy, as well as about the literature of Russian 
agrarian studies in general, one might have expected the author 
to tell us something more. 

On recent controversies the author is at times suggestive, and 
maintains a commendable objectivity ; but he whets our appetite 
rather than satisfies it. There is more in these last two chapters 
about general trends in political and social thought than about 
eoonomio theory as such ; and lightness of touch seems to become 
a graceful cloak for lack of anything very much to say. The 
legacies of Marx and Bakunin, the influence of eobomoet, Lenin and 
the controversy about Pokrovsky flit by, without our being told 
anything substantial as to where these jostling ideas fit in. As an 
introductory essay this booklet can be recommended to those with 
some acquaintance with Russian history. But it never lingers for 
long over any one current of thought and never goes at all deep. 

M. H. Dobb 

Cambridge. 


Prix, monnaie et production. Essai sur lee mouvements icono- 
miques de longue durle. By Robert Mabjolik. (Paris : 
Presses Universitaires de France, 1941. Pp. 367.) 

La Monnaie et lee eyetimee monitairee. By Bertrand Nogaro. 
(Paris: Librairie G6n6rale de Droit et de Jurisprudence, 
1946. Pp.261.) 

Dr. Marjoun’s large volume, to which Professor Charles 
Rist has contributed a prefaoe, is concerned with long-term or 
secular changes in prices. 

In Part I the author, after giving a useful summary of the 
development of recent monetary thought from Wicksell and 
Myrdal to Keynes and (with reference to the elasticity of anticipa- 
tions) to Hioks, proceeds to an analysis of the various factors 
which could cause and sustain a general movement of prices in 
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a given direction over periods longer than those covered by a 
trade cycle. For the purposes of this analysis he relies mainly on 
the modern doctrine of the relationship between the marginal 
efficiency of capital and the rate of interest — a doctrine which 
would appear to attach an excessive importance to the rate of 
interest. He concludes that rising prices must be associated with 
an increase in the quantity of money, which has the dual effect of 
raising the marginal efficiency of oapital and lowering the rate of 
interest ; but a secular fall in the rate of interest does not require 
a corresponding change in the volume of money, it being sufficient 
for the marginal efficiency of capital to fall below the rate of 
interest. He further enters into rather an elaborate analysis of 
the expected effect of secular rises or falls in prices on such factors 
as the degree of capital intensity, the productivity of labour, the 
level of real wages, etc. It cannot be said that anything very new 
emerges from this part of Dr. Marjolin’s book ; it does not do 
much more than reflect his own discovery of the significance of 
the new ideas which have been crystallised and systematised 
in the work of Keynes. 

Part II is of greater interest for the English economist, because 
there the author, using mainly French statistical series, endeavours 
to obtain an inductive verification of the general theoretical con- 
clusions arrived at in Part I. He approaches this task in a 
laudably objective manner and without forcing the facts to fit his 
theories. On the whole, he finds that they fit fairly well, but 
when they do not he puts forward alternative, if very tentative 
explanations. The results he obtains are often of real interest, 
and even when the reader is not convinced he is conscious of 
an honest attempt to interpret the evidence on its own merits. 
Dr. Marjolin’s statistical data end with the year 1914, which 
means that the whole of his inductive study is confined to the 
period when the world in general was on a metallic standard, 
and when, therefore, changes in the rate of production of the 
precious metals, especially gold, were of paramount importance. 
On general grounds he concludes that an increase in the output 
of gold will have in varying measure the three following effects : 
first, it will tend to raise the marginal efficiency of capital by 
providing a new source of investment; secondly, the demand 
for commodities coming from the producers of gold will raise 
their prices, and so stimulate additional investment, and thirdly, 
the increase in the supply of basic money will tend, ceteris paribus, 
to lower the rate of interest. Looking at the nineteenth century, 
he finds evidence that the first of the foregoing effects played 
an important rdle only in the period 1895-1914, the second was 
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active both in 1862-66 and in 1896-1914, while the third (the 
increase in the stock of money) was operative throughout. 
Furthermore, the author finds that there was an inverse relation- 
ship between secular price changes and capital intensity and the 
rate of growth of industrial production, both the latter declining 
in periods of secular rising prices and increasing in periods 
of secular falling prices. The only exception to this general 
rule was during 1896-1914, when technical progress was 
so rapid as more than to offset the unfavourable effects of secular 
rising prices upon productivity. 

But when it comes to finding what might be termed a rational 
economic reason for secular changes in prices, Dr. Marjolin is 
driven to the conclusion that the evidence iB merely negative. 
“ For the economist these are movements which are purely acci- 
dental, which could just as easily not have taken place, and which 
were not even necessary for the realisation of economic progress." 

Fart III of this work consists of a methodological discussion 
concerned mainly with the views put forward by the distinguished 
French economist Simiand. 

It may be added that, as is usual in French works on econo- 
mics, there is no index, which is a serious defect in as lengthy and 
detailed a book as this. When will French writers realise that a 
very perfunctory table of contents is not a substitute for a proper 
index ? 

Professor Nogaro has written a short book summing up the 
results of forty years’ study of monetary phenomena. Unlike 
the work just reviewed, of Dr. Marjolin, it gives a slightly old- 
fashioned impression because he adheres to the conventional 
treatment of money, and, while critical of certain aspects of 
traditional classical doctrines, he does not make use of any of the 
concepts introduced by the modem Swedish-Keynesian school of 
writers. He gives a convenient and very clear summary of the 
evolution of monetary systems, ending with a general discussion 
of the causes which give rise to changes in the value of money. 
Here he stresses the importance of non-monetary factors, in 
particular of those whioh affect the supply of and demand for 
individual commodities, and concludes that “movements of 
prices are the resultant of a very complex aggregate of actions and 
inter-aotions, and, with the exception of large-scale inflation, 
ought not to be regarded as essentially monetary phenomena." 

C. W. Gtollhbaud 

St. John’s College, 

Cambridge. 
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International Sea Transport. By Brig. -Gen. Sir Osborne Mange, 
assisted by J. E. Wheeler. (1945. Pp. xii + 198. 

12s. 6 d.) 

International Telecommunications. By Brig. -Gen. Sir Osborne 
Manor, assisted by J. E. Wheeler. (1943. Pp. xii -f 90. 
7 s. 6 d.) 

International Air Transport. By Brig.-Gen. Sir Osborne Manor, 
assisted by J. E. Wheeler. (1943. Pp. x -f 117. 7s. 6d.) 
International Rail Transport. By Sir Ralph L. Wedgwood, 
assisted by J. E. Wheeler. (1946. Pp. xii + 162. 
10s. 6d.) 

(Issued under the auspices of the Royal Institute of Inter- 
national Affairs by the Oxford University Press.) 

These four little books summarise, almost too briefly for dear 
comprehension, a vast amount of information. Each reviews — 
and this is their principal contribution — the international 
organisation in existence at the outbreak of war in 1939, with 
notes on the origins, constitution, powers, and subsequent history 
of the many international administrations, treaties and con- 
ventions whether ratified or not. Sir Osborne Mance’s Inter- 
national Sea Transport includes a useful account of State policy 
towards shipping between the wars, and Sir Ralph Wedgwood 
deals extensively with the post-Versailles railway settlement. 

The space allotted does not permit adequate discussion of the 
economic problems involved in contemporary international com- 
munications. The treatment of these questions has had to be 
unduly curtailed, and wears consequently an all-too-oonventional 
air. But no contribution, however short, can disguise the impact 
of politics. Sir Ralph’s study is an unhappy reminder of the 
frequency with which railroads between the wars were enlisted 
to serve in the conflicts between Governments, and of the many 
and often absurd obstacles with which sovereign States in 
Europe and Asia impeded the progress of co-operation. They 
order these things far better in North America, even though the 
Association of American Railroads has not yet been able to 
extend its activities much beyond the limited but very important 
realm of technical standardisation. 

In his Sea Transport Sir Osborne Mance brings out the com- 
parative freedom which marine communication has always enjoyed 
from. Government regulation of charges, unless the attempts 
of the U.S. Maritime Commission to limit the powers of the North 
Atlantic Conference be regarded as such. But it is equally obvious 
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from his Air Transport that, onoe again outside the North 
Amerioan continent, civil aviation has been bedevilled even more 
than the railways by national frontiers, now extended into a 
third dimension, by the embarrassing alacrity with which diplo- 
mats have been ready to take up the cudgels on behalf of the 
aviators, and on oocasion by duties on spares required for replace- 
ment in foreign flag aircraft, taxes on fuel carried in their tanks, 
and other ludicrous manifestations of the protective spirit. 
National sovereignty has so far managed to clip the wings of the 
birdmen only too successfully. Puck still holds the globe girdling 
record, while we humans are grounded by passport control and 
customs clearance, and our pilot waits for free passage. 


The University, 
Birmingham. 


Gilbert Walker 


Commercial Policy in the Canadian Economy. By Orvtlle 
John McDiarmld. (Cambridge, Mass. : Harvard University 
Press (Oxford University Press), 1946. Pp. xiv -f 3*7. 
25s. 6 d.) 

In writing this book the author set out to give a compre- 
hensive account of the development of Canadian external econo- 
mic policy. What he has in fact achieved is a very exhaustive 
history of the Canadian tariff. It is a clear and well-documented 
story of the development of the Canadian tariff structure, one of 
the most complex ever erected by a Western democracy, and of 
the system of subsidiary protective devices, such as dumping 
duties and arbitrary valuations, which have played an important 
part in Canadian fiscal policy. 

Let it be said, however, that the very dose attention given 
to tariff history has led the author to neglect numerous aspects 
of the case which one would have expected to find more fully 
developed in a study of the place of commercial policy in the 
Canadian economy. In this respect the opening chapter raises 
hopes which are later disappointed. Here the author rightly 
points to the significant part played by the tariff as a means of 
financing the development of the country during the period of 
westward expansion. But he scarcely mentions this point again 
as the story progresses, nor does he adequately relate the 
institution of high tariffs in Canada either with the historic 
post-confederation decision to extend the Dominion to the 
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Pacifio and to colonise the area between the Central Provinces 
and British Columbia, or with the associated policy of using 
an all-Canadian^ railroad system as one of the major methods 
of promoting this end. If a trans-Canadian railway was ever to 
begin to be self-supporting, it seemed essential that there be a 
group of industries in Central Canada capable of providing 
revenue on the east-west haul to cover part of the cost of the 
essential west-east carriage of grain. In the absenoe of a tariff 
many of these manufactures would have been imported by the 
western provinces from the United States over American roads. 
These may well have been economically expensive decisions at 
the time, but the political results flowing from the promotion 
of east-west channels of trade within a unified Canada are an 
important if intangible element in any estimate of the real net 
cost of protection to the Canadian public. 

This attention to tariff history in isolation also leads the 
author to attribute to contemporary controversies over its 
development a greater significance than they really deserved. 
It is interesting, for example, to compare the treatment of the 
election campaign of 1911 (as if the tariff were the only issue) 
with Laurier’s post-election statement : “ It was not reciprocity 
that was turned down, but a Catholic premier.” 

Two other aspects of Canadian commercial policy should be 
mentioned here, since they are rather cursorily dealt with in 
this book. Not until the concluding chapter does the author 
specifically refer to the effect of the tariff in fostering monopolistic 
conditions of industrial output. The tariff was by no means the 
only factor in the pronounced tendency towards monopoly in 
Canada, but it played a significant part in particular industries 
(coal distribution, petroleum, cigarettes). This theme surely 
deserves fuller treatment than is accorded to it here. 

Then again, no serious discussion is attempted of the regional 
incidence of the Canadian tariff structure. Any dear picture of 
the r61e played by commercial policy in a federal system should 
attempt to assess the extent to which tariff protection altered 
the terms of trade between different (and in this instance geo- 
graphically distinct) eoonomic groups. It is of oourse a oommon- 
place to refer to this tendency in Canada, almost as a locus 
daasicua. But a work of the pretensions of this book might have 
been expected to devote a whole chapter to this question. 

As regards exposition, while Mr. MoDiarmid writes a dear 
and 'readable style, it would undoubtedly have improved the 
clarity of the earlier chapters if more of the details relating to 
tariff rates and tariff changes had been relegated to footnotes 
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and tiie text reserved for the main development of the argument 
as is done in Chapter XII. The absence of a bibliography is to 
be regretted; for a survey of the footnotes indicates that the 
author has delved deeply into the diffuse and widely dispersed 
sources of material on this subject. 

Despite these shortcomings this work is, to this reviewer's 
knowledge, the first complete detailed history of the Canadian 
tariff. And while it does not succeed in presenting a complete 
aooount of the part played by commercial policy in the Canadian 
economy, it does nevertheless bring together all the material 
on the development of the Canadian tariff as a necessary pre- 
requisite to any complete study of that subject. 

O. L. Williams 

London. 

Canadian Agricultural Policy, The Historical Pattern . By Vernon 

C. Fowxb. (Toronto : University of Toronto Press, 1946. 

Pp. 304. 19s. 6d.) 

This book, written with the sweep and documentation of 
D. G. Creighton’s Commercial Empire of the St. Lawrence (1937), 
though with less literary elegance, takes us through the centuries 
from New France to the Dominion of 1930 and examines the 
evolution of agricultural policy in relation to the development of 
the Canadian economy through its well-known phases — fisheries, 
furs, timber, wheat, and again more wheat in the Canadian West 
up to the point when Canada, her western limits reached, rolls 
back her north of minerals and power. Each chapter, with its 
wealth of detail, is ably summarised, and full use is made of 
fundamental concepts — the moving frontier, the St. Lawrence 
at once a highway of commercial empire and an international 
water, and the constant concern of' agricultural policy with 
immigration and land settlement, in view of the at times relentless 
pull of the United States. In the latter connection the book 
may be read side by side with Hansen and Brebner’s Mingling of 
the Canadian and American Peoples (1940). 

The author’s scheme has the advantage of keeping under 
notice throughout the regional peculiarities of different areas — 
the Maritimes with their emphasis on produots other than grains 
(though here we might be told more of Prince Edward Island’s 
fur-farming), Ontario and Quebec with their mixed agriculture 
and the difference in structure and outlook between the two, the 
Prairies with their overwhelming stake in wheat, British 
Columbia with its fruits and climatio attractions. He has no 
difficulty in showing that the phrase " Canada is basically an 
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agricultural country ” means little, and indeed suggests error, 
and that agricultural policy is not concerned primarily with 
improvement for its own sake, but rather for its rdle as a source 
of provisional ent, a cushion of defence, a breeding-ground (one 
section in Chapter II is quaintly headed “ Problems of Pro- 
creation ”), and above all as a creator of staple exports, to be 
handled by traders and transport agencies. 

Matter, not easily found elsewhere, is the full aooount of the 
Canadian Government’s effort to keep its livestock free of con- 
tagious disease and avoid the “ scheduling ” of live cattle to Britain 
(imposed 1892); the r61e of the Dominion Experimental Farm 
(1886 on), so closely associated with the name of Saunders, father 
and son ; the relative importance of early frost resistant wheat in 
the northern belt and of the technique of dry farming (summer 
fallowing, etc.), in the southern ; and the final chapter on Tariff 
Policy and the Farmer, which exhibits him now as protectionist 
and now as free trader, with an overriding concern for any polioy 
which will diminish the risks and sudden set-backs of Prairie life. 
Much is said on railways and land settlement, though no con- 
tinuous narrative is given of the C.P.R.’s record here ; but it is 
important to be reminded (p. 163) that Canada’s Homestead Act, 
of 1872, by its block reservations for railways, nullified the 
Amerioan model of 1862. The evolution of the Grain Trade and 
Pools is summarised from the large literature on the subject, 
but nothing new is brought out, and the references to Agricultural 
Co-operation are rather trite, perhaps because the author holds 
that when we approach 1930 wheat-growing has had its day 
and must make way for minerals and pulp and paper as a dynamic 
force in Canadian life. But where should we be in England now 
without Canadian wheat and bacon 1 Furthermore, in these 
difficult post-war times it is important to emphasise in the sphere 
of policy Canada’s double face, landwards towards America and 
seawards across the Atlantic. We shall not go wrong if we frame 
our polioy in the light of Ottawa, inasmuch as Ottawa knows that 
she must frame hers in the light of Washington. 

The book is printed and published with the excellence we 
associate with the University of Toronto Press (it is something to 
belong to a pulp and paper country !) ; and Professor Fowks of 
Saskatchewan, by his gracious acknowledgment to Dr. H. A. 
Innis, allows us to salute his book as yet one more fruit of the 
Toronto School of Eoonomic History. 


Cambridge. 


C. R. Fair 
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The T.V.A. Lemons for International Application. By Herman 

Finer. (Montreal : International Labour Offioe, 1944. 

Pp. vii + 289. 6«.) 

Many articles, books and illustrations Haave appeared on the 
technical achievements of the Tennessee Valley Authority, and a 
book which explains the scheme of organisation and finance of 
the authority and its applicability internationally is very much to 
be welcomed. The T.V.A. has aspects of interest -to political 
scientists, economists and planners as well ae agriculturists, 
engineers and aesthetes, and Dr. Herman Finer has been successful 
in focusing upon these aspects without isolating them unduly from 
their oontext. 

One problem in political science which the T.V.A. tried to 
solve was the creation, in the words of President Roosevelt’s 
message of 1933, of a controlling corporation “ clothed with the 
power of Government but possessed of the flexibility and initiative 
of a private enterprise.” Another political problem was the 
division of powers between the Authority and the seven States 
in whose territory it operated — a problem that will loom still larger 
for any international authority. Dr. Finer tells us (p. 229) that 
some of T.V.A.’s “ leading officers entered the Valley as though to 
conduct a crusade, and thus aroused resentment and opposition,” 
and draws the moral that engineers employed internationally 
must be selected not only for their technical efficiency, but for 
quickly understanding the culture, labour and business practices 
of the country to which they are assigned. Other valuable 
political experience is reported in three consecutive chapters on 
the Corporate Agency and its Method of Operation ; Management 
and Personnel ; and Federal Controls and State Relationships. 

To an economist the pricing and costing policy of such an 
integrated business as the T.V.A. is probably of greatest interest. 
The Authority provides means of navigation, flood control and 
electrical power, and these transactions have in common certain 
overhead costs such as dam construction and maintenance. 
The problem in what proportions to allocate the common costs of 
the authority was a critical issue, since T.V.A. electricity supply 
costs were used as a yardstick whereby to measure the prices of 
capitalist public utility corporations, and their failure to exploit 
the high elasticity of the demand for electricity. Dr. Finer use- 
fully devotes a short Appendix on the Allocation of T.VJL 
Power Costs, the Profitability of T.V.A. Power Operations and 
the “ Yardstick.” 
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Planners, in the sense of persons eonoemed with the all-in 
development of resources for all-round future prosperity, will be 
particularly attracted by the chapter on the proper use of land, 
with its reference to soil surveys (pp. 51-2) and to the demonstra- 
tion farms on whioh accurate records were kept of the effect of 
fertilisers and modern fanning practices, and by the ohapter on 
the advancement of economic opportunity, with its programme 
for the diversification of industry. Industries whioh seem to have' 
expanded successfully in the essentially rural Valley are paper- 
making, textiles and apparel, food products and the tourist trade. 

Sufficient time has elapsed since the initiation of the T.V.A. 
plan for some results to be assessed, and (in a chapter on indices of 
progress) Dr. Finer has made good use of the very full statistical 
information officially provided by the United States. In the 
Valley States, as in the South-east generally, per capita income is 
much below the average for the country generally, but whereas 
in 1933 Tennessee and Alabama (the two States with the highest 
proportion of their territory within the T.V.A.) had per capita 
incomes 51% and 62% below the national average, by 1940 they 
were only 44% and 54% below. Clearly one of the many lessons 
for international application is the possibility of raising income of 
low-income agricultural nations by the dispersion of manufacturers 
selected for their comparative efficiency in rural locations. 
Other lessons, economic and administrative, which arise from 
Dr. Finer’s enquiry will also be of the greatest value if Valley 
Authorities (R.V.A?; D.V.A. ?) are planned internationally. 
These lessons are succinctly put in the final chapter. 


University, 

Birmingham. 


P. Sargant Florence 


The Letters of WiUiam Davies, of Toronto, 1854-61. Edited 
by W. S. Fox. (University of Toronto Press, 1945. Pp. 
xiii + 144. $2.00.) 

Professor Innis’s Foreword to this volume of letters em- 
phasises that the business conducted by William Davies was of the 
greatest importance as showing how supplies could be drawn 
from the United States, both for consumption in Canada and for 
shipment to England, under the Reciprocity Treaty of 1854. 
Given a considerable supporting weight of personal knowledge, 
it is true that the reader can understand the effects of the Reoipro- 
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city Treaty more intimately after reading Davies' letters. He 
can be Been journeying down into the StateB to buy his butter 
and cheese, and, above all, his hogs, and on occasions selling bis 

It is interesting, too, to note that whereas Davies tried to 
create a market for Canadian and American butter by Belling 
at low prices in England, he accepted the English tastes in bacon 
and beef as unalterable and spent his life in trying to get the 
breeder to produce for this market. 

But the further statement that the letters are a valuable 
contribution to the study of Canadian business history is not so 
acceptable. By 1861 (the end of the main period covered by 
the letters) Davies was only beginning to get into the food trade 
with the United Kingdom, and in so far as his operations extend 
beyond his personal control they lack detailed description. The 
credit which be requires to support him in his expansion from 
the retail food-trade of Toronto is obtained largely on a personal 
basis. Davies is able to discount bills, to negotiate bank loans, 
and to finance his increasing operations by means which terrify 
his staid brother; but the details are not set out in his letters. 
Likewise, when he fails and is tricked by his accountant and 
partner, we get only the solemn resolve to be more careful — not 
the details of the default. 

To business history, in short, the letters add little. Sue# 
contribution as they make is personal ; they show that personal 
probity, personal likes and dislikes, personal knowledge of English 
tastes in baoon and butter, and above all personal industry and 
determination, are the dominant factors in the creation of Davies’ 
large-scale meat-packing and food industry. 

This personal interest runs through the letters so vividly 
that one cannot put them down. A man who develops his 
trade within the short compass of this volume from spending 
the nights preparing chitterlings and scraping sausage-skins for 
his stall in Toronto market to the sure beginnings of a great 
export trade has his own grip of his readers. There is a strong 
under-current of Baptist stringency running through the letters ; 
but no qualms are felt at proposals to sell goods in England 
without mentioning the fact that they oome from the United 
States and not from Canada, or at a scheme to pass Canadian 
baoon off as Irish. 

The editor has produced a sound and easily read text. The 
notes are at the general level of “ Canadiana ” — of greater 
interest to the inhabitants of Toronto than to the wider publio. 
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There is no index, and the letters do not need one. They should 
be read straight through as a fine study of the personality of 
an emigrant, not analysed into a contribution to business history. 

B. E. Rich 

St. Catharine's College, 

Cambridge. 

Theorie des MiUdstand.es. By Bsm Makbach. (Berne: A. 

Franoke, 1942. Pp. 425. S. Fr. 15.) 

Ever since the fifties, and particularly since the seventies of 
the last century, it was a wellnigh general and rarely contested 
opinion among economists that the middle classes of all lands were 
heading for extinction, bound to be ground to dust between 
the millstones of capital and labour. Then came the German 
revolution of 1933, in which the petty bourgeois gave oonvinoing 
proof that he was very much alive and able to master both his 
antagonists at the same time. This dramatic event has led to a 
revision of ideas and reversion of sentiments, of which Professor 
Marbach’s work is one of the fruits. 

As a literary achievement this stout volume has serious short- 
comings. It contains quotations without references (cf., e.g., 
pp. 116 and 154) ; it contains references which are inexact, as when 
the author speaks of Marx’s Preface to Political Economy, and 
means the preface to Marx’s Contribution to the Critique of Political 
Economy (p. 126); and it contains quotations so mangled and 
distorted that they lose all character, as the unfortunate passage 
from Goethe on page 136, which is out of place anyway. In general 
the style is careless and unrefined, and colloquial banalities 
alternate with lyrical effusions which are just as unpleasing in 
their context. 

But the substance of the investigation ought to interest us 
more than the form. Professor Marbach’s main problem is, of 
course, the attempt to describe, or at least ciroumsoribe, that 
many-sided and elusive phenomenon, the middle class. He oomes 
nearest to a satisfactory solution, not in his formal definition 
(p. 137), which covers a whole page and tries to oombine all-too- 
disparate elements, but in a polemical passage (p. 119) where he 
argues that the members of that class belong together because 
they have three interests in oommon : first, not to be made into 
proletarians ; second, to set limits to the development of capitalist 
enterprise and to bring it under control; third, to combat all 
theories which do not acknowledge the fundamental justioe and 
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social expediency of the principle of strict equivalence in exchangee. 
It is the last print which needs elaboration, the first two being 
perfectly plain, and it is here that Professor Marbach’s main 
contribution to the discussion is to be found. 

The author’s social philosophy, which explains his approach 
to the subject, is a combination of Thomism and Marxism. 
Starring from neo-Thomist literature, especially the writers who 
favour a definitely anticapitalist interpretation of the Saint, he 
expounds the Thomist principle of equivalence in social and econo- 
mic relations, which disapproves of all income that does not rest 
on positive achievement. The Marxian derivation and con- 
demnation of surplus value, accepted by him implicitly and as a 
matter of course, seems to him essentially an application, or 
rather a more technical exposition of the same philosophy and 
economics; capitalist exploitation as unmasked by Marx is as 
typioal a violation of the principle enunciated by the great Doctor, 
as can well be imagined. Professor Marbach thinks that a 
synthesis of these two streams of thought would afford the unifying 
ideology which the middle classes need to become a well-knit 
whole, that it is in accordance with their economic position and in 
agreement with their social outlook. Indeed, he sees very great 
practical and political possibilities in the adoption of such a creed. 
It would lead to a united front of proletariat and petty bourgeoisie 
against capital : the proletariat would acknowledge the small 
man’s property, built as it is on modest savings out of labour 
(Arbeitsvennoegen) as justified and guarantee its preservation, 
while the petty bourgeoisie would abandon its opposition to the 
socialisation of the means of production in large-scale enterprises, 
the socialisation of all capital which is the fruit of unearned 
profits, the incarnation of surplus value and the perpetuation of 
the injustices of the capitalist system. Thus Professor Marbach 
reaches a position curiously reminiscent of Proudhon, of whom, 
surprisingly, he does not say anything. It is impossible to tell 
how strong the appeal of his ideas will be : small, no doubt, in 
this country and in North America; but it may find a well- 
prepared soil on the continent of Europe where the middle 
classes have ever been in searoh of an ideology that would reconcile 
their anrioapitafist sentiments with older loyalties. 

W. Stark 

University of Edinburgh. 
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$tude Sociah Comparie dee Rigimee de Libertt et dee Rigimee 
Autoritaires. By Jean Lesotjbe. (Paris : Les Editions 
Domat-Montohiestien. Second edition. 1946. Pp. 483. 
Ft. 300.) 

The arrangement of this book is simple. There are eight 
ohapters, dealing with ideology, eoonomio equilibrium, capital 
formation, conduct of the firm, foreign trade, money and prioes, 
fanning and social conditions. Each chapter has separate sec- 
tions on Russia, Nazi Germany and Fascist Italy, with a brief 
introductory section on the corresponding institution under the 
liberal regime. If the sections be re-assembled, the book com- 
bines under one cover treatises of over 160 pages on Nazi Ger- 
many, just under 120 pages each on Russia and Italy, and over 
60 pages on liberal institutions. Prof. Lescure — apart, of course, 
from his well-known works on trade cycle problems — has already 
published separate books on Russia and Italy. It is interesting 
to find that — judging by his allocation of space — he thinks the 
Russian system the most instructive for the conduct of the firm 
and for agriculture, the Fascist system for ideology and for social 
conditions, the Nazi system for the other chapter headings. 

The main thesis of the book is as simple as its arrangement. 
“ There is nothing which the classical liberal system need envy 
in the authoritarian regimes ” (p. 9). And, in any case, there is 
much less difference than is commonly supposed, not only among 
the three different types of totalitarianism, but also between 
them and classical liberalism. (One senses some latent contra- 
diction between these two parts of Prof. Lescure’s findings.) 
The logic of economic laws (“ l’economie rationolle ”) has con- 
quered the dictatorships. A lot of “ useless blood ” (p. 23) has 
been shed, especially in Russia, in a wasteful and futile attempt 
to escape from economic law. The dictatorial “ Systems ” have 
to bow to triumphant “ Science ”. 

It is clear that Prof. Lescure’s thesis is inspired by a peculiarly 
narrow and technical definition of economic analysis. True 
enough, the law of diminishing marginal utility and Gresham’s 
Law and King’s Law and hundreds of other laws remain true 
under any system, yet surely there is suoh a thing as a different 
economic philosophy and its use of the same techniques may be 
a minor similarity concealing the major difference. One feels 
tempted to say : “ Well, they still breathe the same way in the 
U.S.S.R., too.” That such essential parts of the liberal system 
as the free pricing process can be incorporated in the Socialist 
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system has been shown by the Diokinson-Lange-Lemer group 
(of whose work Prof. Lescure seems not aware). Yet would we 
conclude from that that liberal “ Science ” “ conquers ” Socialism ! 

There is something unsatisfactory about an attitude by which 
the economist is asked to neglect all study of economic purpose, 
to “ Btate without understanding ” (p. 475). Are we not bound 
to under-estimate the differences between liberalism and totali- 
tarianism, if the differences lie not in what can be stated but in 
what must be understood 1 

It will be apparent by now that Prof. Lescure’s book is per- 
vaded by a more vigorous and unsophisticated liberalism than 
is to be found in this country at the present time. Who in this 
country would dare to state so categorically that “ under liberal- 
ism, the recruitment of entrepreneurs is spontaneously good or 
excellent ” ? (p. 184). Or that the managers “ have contracts 
like workers ; they can bo sacked from one day to another ” ? 
To take the fear of the sack for granted as a praiseworthy social 
incentive ? To assume that capital formation is due to private 
voluntary saving by individuals ? That “ good money is gold 
money ” ? (p. 280). To discuss private enterprise without breath- 
ing the word monopoly? Never once to mention security of 
employment as one of the factors in the condition of workers ? 

This brand of liberalism will seem to many too ancient- 
flavoured. This is not a promising viewpoint from whioh to 
understand the totalitarian regimes. But any economist should 
study the masterly demonstration (pp. 242-246) that Schachtian 
methods of foreign trade are incompatible with the idea of equal 
trading partners but presuppose a “ leader ” and satellite coun- 
tries. Prof. Lescure also noticed — before the war — that the 
attempts at autarky weakened Germany, even for war-making. 

The book does not distinguish between the U.S., British or 
French institutions ; they are all lumped together as “ systems 
of liberty.” It must be said, however, that some of the argu- 
ments which are put forward as applying to all “ systems of 
liberty ” really apply to France but not to Britain. The state- 
ments on the part played by the commercial banks in industrial 
development are a case in point. 

While the section on Nazi Germany maintains an exception- 
ally high standard of acouraoy, one cannot help feeling that Prof. 
Lescure is sometimes too remote an observer to do full justice. 
The statement that the severe penalties attached to the German 
foreign exchange restrictions before the war had “ stamped out 
fraud ” (p. 312) could not have been made b£ any one in closer 
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touch with events. Similarly, the statement that National* 
Socialist doctrines contained a “ grain of demagogy ” (p. 373) 
strikes one as perhaps just too detached. Exchange rate 
“ stability ” also appears much less fiotitious than it really was. 

This book, generally, deals with events up to the outbreak 
of war. The original MS. was completed on August 26th, 1939 ! 
There seems something pathetic about a Frenchman stating, 
under that date, that Germany was approaching a crisis of over- 
supply with unco-ordinated State contracts (p. 171), or to see 
him imagine that the young people in German labour camps were 
being taught “ civics, and of the home, fatherland and the rights 
of the family ” (p. 374) ; or to read of his advice to the Germans 
to reduce State orders. 

This book is the second edition, published in 1946, but Prof. 
Lescure, as a matter of deliberate policy, has not taken in war- 
time developments. This he defends by saying (p. 10) that “ the 
war economy has nothing in common with the peace economy. 
. . . Everything is different ” and (p. 478) “ the war is not in- 
structive for the peace.” This may seem to others, as it does to 
the present reviewer, wrong reasons for a wrong decision. This is 
especially so since one cannot agree with his elaim that the Anglo- 
Saxon war effort is final proof of the superiority of the free 1 
enterprise system (p. 478). What about totalitarian Russia? 
What, indeed, about free-enterprise France ? 

The reviewer hopes that his critical comments seem not incom- 
patible with the admiration which he feels for a work of stimulating 
scholarship. 

H. W. Singer 

The University of Glasgow. 


Das Lohnproblem. By Alfred Amonn. (Berne : A. Franoke. 

Second edition, 1946. Pp. 78.) 

Professor Amonn holds the Chair in Economics at the 
University of Bern. His little book on wages seems peculiarly 
difficult to assess as a whole. For while its general theoretical 
background appears quite indefensible, yet in detail it is full of 
stimulating ideas. 

The book is a pure model of ” classical ° argument, and 
Keynesian and other developments seem to have left it virtually 
untouched since the first edition appeared in 1930. It could serve 
a e an illustration of the sort of contradictions to whioh this 
approach is liable to lead. Thus we read on p. 33 that high rates 
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of interest and low wages “ lead to an increase in capital and thus 
to an increase in the amount of labour demanded,” only to be 
told eight pages later — when ' substitution is on the agenda — that 
“ with a low rate of interest and high wage more capital and less 
labour will be used, with high rates and low wages more labour and 
less capital.” Nor is the contradiction mitigated by the possi- 
bility of wages and interest moving sympathetically, for Prof. 
Amonn holds strongly that lower wages lead to higher rates of 
interest ! Similarly, the method adopted in the book of first 
discussing wages as a share and then introducing productivity as a 
sort of independent numeraire is bound to lead to new confusion. 
The individual demand ourve for labour is unblushingly applied 
to the economic Bystem as a whole. 

Yet, as has been said already, the book has many compen- 
sating virtues. The ambiguity of the trade union objective of 
“ high wages ” is brought out very well. There is the interesting 
suggestion that the “ money wage fallacy ” may have helped to 
popularise tariffs as a “ protection ” of wages (but to dispose of 
this fallacy does not in itself dispose of the argument that tariffs 
may protect employment). There is a hint on p. 67 that wages 
might be maintained in a slump by the imposition of employment 
quotas on employers. To many readers this will appear as 
putting the cart before the horse. We are more used to think 
of employment policy as an end in itself and of wages policy as a 
means, than vice versa ; the author, however, writes on the assump- 
tion that there is no active State policy to maintain a “ high and 
stable level of employment.” 

The treatment of legal minimum wages as affecting wages 
indirectly through demand and supply may at first seem a little 
formalistic. Yet on reflection it seems possible that even an 
“ ineffective ” minimum wage — t.e., one below the market wage — 
may in fact raise the market rate, sinoe it may affect the whole 
demand and supply curves. One should, therefore, be careful 
before thinking of a legal minimum as “ ineffective.” 

Another point of interest — arising from the Swiss background — 
is the great importance attributed to foreign trade problems in 
connection with wages policy. Emigration of capital appears aa 
the rook on which a " high-wages policy ” must founder. Following 
this argument further, one should expect trade unions in small 
countries to be keener on nationalisation than in large countries 
where “ emigration ” of capital will be less important. 

H. W. Sendee 


The University of Glasgow. 
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Relief and Social Security. By Lewis Mebiah. (Washington, 
D.C. : Brookings Institution, 1046. Pp. xx + 912. $6.) 

The problem surveyed in this volume is the methods by which 
the United States could develop a universal, comprehensive and 
co-ordinated system of social security to relieve want at a 
cost which the nation could afford, without interfering seriously 
with the American way of life. The conclusions reached are 
based upon a valuable analytical account, with historical back- 
ground, of the existing systems of relief and social insurance in 
the United StateB, together with emergency experiments in the 
United States during the depression years, and a summary of 
British and New Zealand schemes. Throughout the book atten- 
tion is directed separately to social, financial and administrative 
aspects. 

The depression of the 1930’s, which made the provision of 
relief and social security in the United States a major function 
of government, found the country unprepared. Notwithstanding 
much hasty improvisation and many piecemeal measures, 
valuable experience was gained over a wide field, but the present 
schemes do not provide, in the opinion of the author, the bases for 
a comprehensive system, and a new approach is needed. The* 
account given of present methods indicates the magnitude of the 
task of providing a comprehensive scheme and reveals the com- 
plexities of the problem and the variety of principles and methods 
which have been applied, many of them being confused and 
inconsistent. Useful statistics are given showing the costs and 
benefits of each type of existing scheme, and, as figures being given 
separately by States, they enable conclusions to be drawn about 
differences between the main geographical regions of the country. 

The essential part played by the Federal Government through 
the instrument of grants-in-aid to the States and its powers of 
taxation is indicated. Attention is directed to arrangements 
made under the Social Security Act, 1035, and subsequent 
legislation for providing relief for needy aged persons, dependent 
children living with relatives, and for the needy blind. In 
addition to these arrangements to meet special needs, schemes of 
old age and survivors’ insurance and unemployment insurance are 
described, under which benefits are paid without means tests. 
The Federal Civil Service Retirement Scheme and a retirement 
scheme and unemployment insurance for railroad employees are 
also reviewed. The schemes without a means test are financed 
variously — the old age and survivors’ insurance fund, for ex- 
ample, being based upon joint contributions of employers and 
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workpeople, while the unemployment insurance fund is based 
upon a Federal tax on employers of 3% of the wage bill. The 
•present position is seriously defective because many categories 
of workers are without provision, while the different methods of 
financing give rise to anomalies. Thus, though measures for 
assisting the farming communities have been applied (and 
these are outlined), more than eight million farmers and farm 
labourers, representing 22% of the total population, are excluded 
from most of the benefits of Federal relief and social security 
schemes, despite the fact that, directly or indirectly, people in 
agriculture are taxed for the benefit of others. Then, while 
Federal provision is made for the needy blind, other classes of 
disabled under Bixty-five years of age are left to be cared for by 
State and local authorities, and are neglected by some States 
because the available relief funds are used almost exclusively for 
the categories covered by Federal grants. 

In reviewing British and New Zealand schemes, it is noted that 
the New Zealand approach to the problems of relief and social 
security is radically different from that in the United States, while 
Britain stands in a somewhat intermediate position. The New 
Zealand system of contributions based not on pay-rolls, but on a 
6% income tax paid by every one is favoured, particularly for the 
reason that employers have no special incentive to dismiss work- 
people in bad times . The author considers that so far as monetary 
benefits are concerned New Zealand represents complete protection 
against want at an approach to the lowest cost. Economies are 
effected by the application of a means test, except for super- 
annuation, by fixing maximum benefits near the m inimum of 
subsistence, and by varying benefits according to the number and 
type of dependants. These provisions enable savings to be 
realised without causing hardship, whereas under the American 
Works Progress Administration the same payment was made to 
workers who were single as to married men with large families. 

The descriptive part of the book is followed by a general 
disoussion of the purposes of relief and social insurance, the 
nature of needs and the advantages and disadvantages of means 
tests. Estimates are made of what the cost would be in the 
United States of a universal comprehensive system, alternative 
totals being given which show a wide range on the basis of different 
assumptions. In considering methods of financing schemes the 
incidence of taxes paid by employers and workpeople is examined, 
and the relative merits of using special earmarked taxes or of 
meeting costs from general revenues are discussed. The author 
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considers it undesirable to base State schemes on principles and 
methods appropriate to private insurance, and there is an interest- 
ing section on the question whether in governmental schemes the* 
maintenance of financial reserves is necessary. Though the in- 
consistencies and anomalies of the United States system should be 
removed, its development into a unified Federal system would be 
unsatisfactory as this would involve a radical departure from the 
principles on which the government in United States is founded, 
with responsibility shared between the Federal, State and 
local authorities. The relationships of social security schemes 
to the employment services, the schools, the health services 
and agricultural agencies are examined. 

In suggesting reforms, the author recommends extension of 
American schemes to cover categories now excluded, and considers 
the establishment of a comprehensive system to be essential. He 
emphasises that a social insurance system should go no further 
in redistributing wealth than is necessary to relieve need, and to do 
otherwise would be an interference with liberty and individual 
opportunity. Relatives with resources should be required to 
maintain needy members of their families, a means test is favoured, 
and benefit payments should take account of the number of 
dependants. The author is attracted by the New Zealand system 
of a universal flat income tax as the soundest method of financing 
social security schemes, and he advocates that taxes levied on 
employers should be abolished. The meeting of the cost of social 
security schemes by a general tax serves to remind people that 
benefits must be paid for, and this is a check on extravagant 
legislation. For this reason also the building up of an actuarial 
reserve based on contributions is supported, even though in 
practice the Government uses the funds of the reserve to finance 
its general expenditure. It is made clear that “ expenditure for 
relief and social security must be made from current income. It 
is impracticable to meet them from any system of reserves. 
Insurance reserves of the national government consist only of its 
own obligations to pay in the future. Consequently the reserve 
system does not and cannot actually lessen the burden on future 
generations ” (page 869). The United States is considered to be 
far too large and too diverse to permit of the full direction of a 
comprehensive social security scheme from Washington, and the 
conclusion is reached that activities of government which touoh 
the individual, the family and the community must be co- 
ordinated and largely controlled at local levels, with the Federal 
Government laying down general conditions and contributing 
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substantially by grante-in-aid. “ While the Federal Government 
ought to ensure a minimum standard of benefit payments for 
relief and social security, ah absolutely uniform system of social 
security and relief would not be desirable because of the differences 
in the planes of living and in the costs of living in the various 
sections of the nation ” (page 870). 

This book should be consulted by all who are interested in the 
evolution of social security and in its economic implications. 

J. Henry Richardson 

Leeds University. 


Malay Fishermen : Their Peasant Economy. By Raymond 
Firth. (London : Kegan Paul, 1946. Pp. xii -)- 354. 25s.) 

An intensive concrete study of any small part of a “ Western ” 
eoonomy, intended to reveal the complete working of that part, is 
beset with difficulties, owing to the complexity of interconnections 
with what is outside the part studied, while if a large part is 
selected for study, intensive observation is ruled out by the sheer 
magnitude of the task. Professor Firth has achieved what is 
impossible for economists who concern themselves only with 
“ Western ” patterns, by making an intensive study of the main 
features of a relatively primitive economy, enabling us to follow 
in concrete detail how the whole system works. 

Professor Firth devotes most of his attention to a small area 
of the east coast of the Malay Peninsula, and by detailed 
observation, which goes beyond mere sampling, brings to light 
precisely how this economy functions — an economy based on 
fishing for the main part of its subsistence and the marketing of 
the surplus beyond the area. In this we find no wage labour, no 
large-scale concentrations of capital, no monopoly questions, no 
State interference in the interest of communal planning or of the 
redistribution of incomes, but the characteristically “ Western ” 
institutions of private enterprise and private ownership are to 
be seen working in a pure form. Every man is an entrepreneur, 
and he may also be a capitalist — that is, he may own a boat or 
net (or section of a net). He reoeives a share of the value of a 
total catch as supplier of labour (specialised labour obtaining a 
larger amount than unspecialised labour) and another share as 
supplier of capital. While the value of the product is determined 
competitively, the share-out is conventional. Nevertheless, there 
would seem to be sufficient elasticity to give-some approximation 
in the long run to distribution according to marginal productivity. 



664 


THE ECONOMIC JOURNAL 


[dho. 


We find, for example, that a net obtains a larger share than does 
a boat of the same value, in order to allow for the longer life of 
the latter. Even so, it is a matter of some surprise to a 
“ Westerner ” that, while there exist no conventions about fair 
prices to hinder the perfect competitive adjustment in the fish 
market, yet no mechanism appears to exist for ensuring the 
nicety of adjustment of distribution to marginal productivity that 
we like to believe is characteristic of “ Western ” economies. 

One is tempted to ask how rapidly these conventions as to 
share-out undergo modification — whether when capital was 
scarcer its share was different ? This is an easy question to ask, 
but any one who is aware of the difficulties of this kind of field 
work should not be surprised that Professor Firth gives no answer. 
Furthermore, if the share of capital is not necessarily its marginal 
product, it need not surprise us to find that the rate of interest on 
money loans differs considerably from the return to real capital. 
Professor Firth has brought to light a number of interesting credit 
arrangements which do, in fact, show a remarkably high rate of 
interest — a rate that appears to be merely conventional rather 
than the result of equilibration in a market. It would seem that 
something that resembles an equilibrium price can appear that is % 
neither determined by the degree of competition nor fixed by 
authority, though in general the competitive method of equili- 
bration seems to prevail. 

Of special interest to economists is the field technique of an 
anthropologist engaged in a purely economic investigation of an 
intensive kind. Inventories and samples play their part in 
Professor Firth’s study — we find, for example, complete lists of 
boats and nets, classified in detail, samples of household budgets, 
distribution of incomes, and so forth. But we also find a 
meticulous following-up, in concrete detail, of the fate of particular 
boats as regards variation of crew, day-to-day volume and price 
of catch, and so on ; or of the complete process of price formation 
on particular days as the boats come home and the middlemen 
haggle over price with the crews or their representatives. Professor 
Firth does not, however, get lost in this mass of inherently un- 
interesting detail — he is, throughout, economist and sociologist, 
and a living picture emerges of the working of one kind of free 
capitalist unplanned entrepreneur economy. 

W. E. Armstrong 

* University College , 


Southampton . 
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John Hilton. By Edna Nixon. (George Allen and Unwin, 
1946 . Pp. 344 . 16s.) 

Mbs. Nixon’s life of John Hilton succeeds in a remarkable 
degree in bringing to life that odd and enigmatic character. It 
is an extraordinary story, however well we know it — the boy 
bora in poverty in Bolton, leaving school despite great promise 
at fourteen and a half, millwright, inventor, works manager at 
twenty-three ; then sickness, a period of recovery in St. Peters- 
burg, and a new life to begin from the start at twenty-eight ; his 
first apprenticeship to a literary career through free-lance 
journalism, to public speaking through lecturing on Brighton 
beach for the -Free Trade Union, his association with the Norman 
Angell movement and with the Garton Foundation, and his 
progress through this to secretaryship of the Committee on 
Trusts and Combines, to the post of Director of Statistics and 
Intelligence in the Ministry of Labour, and ultimately the Pro- 
fessorship of Industrial Relations at Cambridge. 

All this Mrs. Nixon tells with great vividness, as also his 
attraction to broadcasting, his growing interest in the new 
medium, his many successes and his few failures over the air, 
the great range of new contacts and new activities that first 
broadcasting and then journalism brought to him. For before 
his death, John Hilton had become in most strange fashion the 
personal friend and confidant of millions. He possessed in a 
unique degree the power of conveying from an unseen speaker 
to an unseen audience a sense of intimacy and passionate sincerity. 
He had a fire in his belly, and none could for a moment doubt it. 

But there are points at which Mrs. Nixon is almost too loyal. 
To many the enigma of John Hilton is that one who achieved 
suoh greatness as a broadcaster oould have been, to the extent 
that he undoubtedly was, a failure as a civil servant and as a 
professor. For he was a far greater man than many who have 
suooeeded far more notably in one or both of these professions. 
It is not, I fear, enough to suggest, as Mrs. Nixon does, that his 
lack of success was due to the deficiencies of his civil service 
colleagues or superiors, or to the absorption of his academio 
contemporaries in trivialities and abstractions. As a broadcaster 
Hilton triumphed over difficulties at least as great. Would it 
not be truer to say that neither of these professions was Hilton’s 
real mitier ? A oivil servant, more particularly if he must deal 
with statistics, must be a pertinacious slogger, an organiser and 
a member of a team ; Hilton was an individualist who worked 
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by flashes of almost feminine intuition and sensitivity. An 
academic must possess the power of seeing the wood through 
the trees, of generalising the infinite continuity and complexity 
of the real world into categories and principles; Hilton was far 
too conscious of the varieties, he thought in individuals and not 
in categories ; the simplifications needed for generalisation seemed 
to him an inhuman disregard of the true realities. It was a grave 
loss to Cambridge as well as to Hilton that Cambridge never 
really absorbed him as a person, for Cambridge beyond question 
needed the counterpoise to the over-academic which Hilton 
might have provided. Yet the Cambridge into which he came 
was not devoted to trivialities. He arrived when Keynes was 
re-writing economics; the intellectual counter-attractions have 
left an enduring and practical mark upon the world. In this 
university world Hilton might have exercised a great influence, 
but somehow he lost interest. His colleagues saw far too little 
of him for their good and for his. To his leotures he seemed to 
devote only a fraction of the care and labour that he put into 
his broadcasts. As a broadcaster he was master of the art of 
producing himself, his histrionic gifts greatly contributing, and 
his broadcast on this has become a classic; as a lecturer he' 
troubled little if at all with presentation or with systematic 
arrangement — the best undergraduates could supply what was 
missing and benefited greatly, the weaker were frankly lost. 
To all this, as Mrs. Nixon makes clear, the deplorable failure of 
Cambridge to take this proud and sensitive man into the family 
life of a college greatly contributed. 

But it is neither as civil servant nor professor that Hilton 
would wish to be remembered. It was as champion of the poor, 
defender of the oppressed, and friend of the unbefriended that he 
will remain in our memories. And Mrs. Nixon’s book, even if 
it is not a wholly dispassionate appraisal of his weaknesses as 
well as his greatness, will help to keep those memories fresh. 

Austin Robinson 

Sidney Sussex College, 

Cambridge. 



NOTES AND MEMORANDA 

NOTE OK “THE INDUSTRIALISATION OF BACKWARD AREAS”. 

1. The problem of the industrialisation of backward areas, 
both in its general aspects and in its application to specific regions, 
has lately been the subject of various research studies ; though 
most students have tended to neglect the issue of the inter-con- 
nection between a possible areal development and the wider trends 
of global trade. This neglect is the more unfortunate as the lack 
of capital which has inhibited the industrial progress in many 
parts of the world is itself partly due to the uneasiness felt in the 
more advanced countries with regard to this special issue : the 
financial world might be more easily induced to assist in the de- 
velopment of “ backward ” areas if the long-term effect of their 
action could be shown to be entirely beneficial to the smooth 
working of the international trade mechanism. As it is, the trade 
of suoh areas as India, China or S.E. Europe still largely consists 
of the importation of manufactured goods, in exchange for food, 
raw materials and semi-manufactured produce; and the large- 
scale industrialisation of these areas, without definite safeguards, 
would tend further to disrupt this trade, and thus to destroy the 
remnants of that international system of national specialisation 
which was the basis of international commerce in the nineteenth 
oentury. 

2. The publication of a new monograph on the subject of the 
backward areas under the auspices of the Oxford University 
Institute of Statistics 1 provides a welcome opportunity to 
sketch some of the international implications of any industrial 
development sohemeB, if only by a consideration of some short- 
comings in the analysis put forward by the Institute. Most 
of this analysis oonsists of a quantitative estimate, based on 
pre-war statistical data, of the cost involved in and the' benefit 
to be derived from an attempt to create a new modem industry in 
Eastern and South-Eastern Europe, capable of absorbing within 
one generation the whole of the agricultural surplus population 
of this area. The authors’ “ Model ” (referred to in the following 

> Institute of Statistics, Monograph No. 2, The InduUrkOimOUm of Backward 
Area*. „ 
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as the “ Oxford ” scheme) provides for the absorption into industry, 
at least during the first five years of the development, of 500,000 
workpeople per annum ; including 270,700 into the manufacturing 
industries, 200,000 into building and construction, and 29,300 
into mining and electric power production; and the authors 
reckon that an additional 175,000 workpeople will be absorbed 
each year into “ services ”. The figure for mining and eleotricity 
generation is put comparatively low, in view of the limited mineral 
and hydraulic resources of the area ; while the man-power needs 
of the services and of building and construction are determined, 
as a secondary factor, by the requirements of the new manufactur- 
ing industries. 1 It is the position of the manufacturing industries 
that chiefly requires attention. 

3. The authors of the “ Oxford ” scheme rightly envisage 
the creation of a new demand for manufactured goods within the 
new industrial sector which during the initial development period, 
should be greatly in excess of the supply of goods produced in 
the sector itself. However, it can easily be shown that even 
according to the assumptions of the “ Oxford ” scheme, this 
demand will grow smaller after the end of the industrialisation 
boom while the productive capacity of each new factory will 
remain essentially constant : the authors estimate that the 
aggregate output of the new manufacturing industries during the 
first five development years will be at a value of £2,062-5 mill, 
against a self-creating demand for manufactured goods of about 
£2,350-8 mill.; but this latter figure includes a non-recurrent 
demand “ on capital account ” (e.gr., for the construction of new 
industries) to the extent of £553-05 mill., 2 while the demand 
on “ current account ” of £1,797-75 mill. 2 (generated by the re- 
quirements of wage, salary and profit earners and by the per- 
manent replacement needs of plants, etc.) is appreciably smaller 
than the expected industrial output. It may be possible to a 
certain extent, to narrow the gap between supply and demand, 
even after the end of the industrialisation drive, by such measures 
as a determined social policy which might raise the requirements 
for consumers’ goods ; but on the whole, this calculation seems to 
support my proposition that in the long run, the new industry 
will produoe a considerable surplus of manufactured goods which 

1 It may bo noted that the building requirement* are particularly large in 
the initial industrialisation period ; and it would therefore appear that any large- 
scale development scheme of this type involves the problem of how to re-employ 
the building workers in later years. 

* Figures adjusted to allow for replacement in respect of plant and machinery 
as part of the demand on “ capital account.’ * 
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will have to be marketed either abroad, or in the agricultural 
sector of the development area, or in that part of the industrial 
sector of this area which was already in existence, before the 
inauguration of the new industrialisation policy. The emergence 
of this surplus produce is postponed, in the “ Oxford ” scheme, by 
the assumption that the industrialisation drive will be extended 
far beyond the first Five-Year period ; but the price eventually 
to be paid for such postponement would merely be to increase 
the volume of surplus produce. 

4. There is nothing frightening in this prospect of an “ export ” 
surplus, provided that it consists of goods which can find a ready 
market ; and there will, indeed, often be a necessity of a determined 
export drive in order to refund development loans. However, it 
seems imperative in these circumstances that any industrial 
planners should have this prospect clearly in mind, and that 
special stress should be given to the development of such industries 
whose eventual excess produoe can be expected to be marketable 
outBide the new industrial sector. The “ Oxford ” scheme 
provides for an allocation of labour and capital as to individual 
manufacturing industries roughly in proportion to the total 
demands likely to be generated in these respective industries; 
and as a result of such a policy, the surplus produce after the end 
of the active industrialisation period would probably consist of all 
types of manufactured products including, in particular, both 
consumers’ and capital goods. However, the demand for con- 
sumers’ goods is in general more elastic than the demand for capital 
goods; while on the other hand, the old-established industrial 
countries have largely specialised in the production of capital 
goods and it is neither easy nor desirable for the capital goods 
industries of the “ new ” countries to try and compete with them 
in the available markets. Generally speaking, it would therefore 
appear desirable that any large-scale industrialisation measures 
in backward areas should provide only for a limited development 
of capital goods industries, so that all their produce can be 
permanently absorbed within the new industrial sectors ; and also 
that no additional difficulties should be created for the export 
sectors of the capital goods industries in old-established industrial 
countries. 

6. There is in practice no clear dividing-line between con- 
sumers’ goods and capital goods, and still less between the in- 
dustries specialising in their production ; but it may be sufficient 
for our illustrative purposes to define these two groups of manu- 
facturing industries as follows : — 
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Consumers’ foods industries: Food, drink, tobacco; 
clothing and bedding; textiles ; leather, fin:, rubber; paper, 
printing and stationery ; furniture and woodwork ; pottery, 
glass, miscellaneous. 

Capital goods industries: Building materials; metal; 
engineering; electrioal products; chemical, gas, coke and 
petrol. 

The main data in the “ Oxford ” scheme for these two in- 
dustrial groups concerning labour distribution, expected gross 
output and expeoted demand on current account, are as 
follows : — 


(1) 

Distribu- 
tion of 
additional 
personnel 
(in 

thousands). 

(2) 

Gross 
output 
(£ mill.). 

(3) 

Demand 
from 
current 
account 
(£ mill.). 

(4) 

Permanent 
demand 
deficit 
(£ mill.). 

(6) 

(S) m per 
cent, of 
(*)• 

<#) 

Consumers’ goods 
industries 

7450 

1,147-5 

951 0 

196 5 

121 

Capital goods in- 
dustries , 

608-5 

915-0 

846*75 

68*26 

108 

Total 

1,353*5 

2,062-5 

1,797-75 

264*76 

115 . 


The rate of over-production in this scheme (as shown in col. 6) 
is appreciably lower in the capital goods industries than in the 
consumers’ goods industries, and this fact, though it is due to an 
“ arithmetic incidence ” rather than to actual design, has the 
welcome effect of reducing the permanent demand deficit in the 
capital goods industries to the low figure of £68*25 mill., whioh 
represents an almost insignificant proportion of the total new 
industrial output. However, even under these favourable 
conditions, the figure for the permanent demand deficit in the 
capital goods industries represents nearly 26% of the total 
permanent deficit in all industries (£264*75 mill.), the equivalent 
of which has to be marketed outside the sector. As the excess 
capital goods must be considered unmarketable outside the 
sector on our present showing, the inclusion of such a hig h 
proportion of them in the total excess product may easily en- 
danger the whole plan, and it seems imperative to adjust the 
scheme accordingly. The following alternative scheme consciously 
avoids any permanent surplus of capital goods while otherwise 
'accepting all the main statistical assumptions of the “ Oxford ” 
scheme : — 


















1946] TUB nrDUOTIgATJB&TKm OB BACKWARD ABBAS 061 


<*) 

Distribu- 
tion of 
additional 
personnel 

thousands). 

(8) 

I 

Gross 
output 
(£ null.)* 

(8) 

Demand 
from 
current 
account 
(£ mill.). 

w 

Permanent 
demand 
deficit 
(£ mill.). 

(8) 

(S) as per 
oant. of 

(4). 

(«) 

Consumer*’ goods 
industries 

790-5 

1,217*5 

951-0 


128 

Capital goods in* 
duatries . 

583*0 

846*75 

846-75 

■m 

100 

Total 

1,353*5 

2,064*25 

1,797*75 

266*5 

115 


6. The statement* contained in the two preceding paragraphs 
are subject to considerable qualifications when applied to specific 
areas. In particular, it seems appropriate to consider any 
industrial development schemes in connection with simultaneous 
agricultural developments, since the agricultural sectors of the 
backward areas are usually capable of increasing their own 
output by absorbing large quantities of industrial products of 
both the capital goods and consumers’ goods categories. Further- 
more, the conditions of comparative costs, as determined by the 
availability of cheap labour, raw materials, transport, etc., 
would obviously provide some guidance for the development of 
individual industries in such areas. It may thus be possible 
first to “ shift ” some of the “ exportable ” surplus from the 
industrial to the agricultural plane, and secondly, to reduce 
further the quantities of non-marketable industrial surplus by 
concentrating on those lines of production for which the areas 
under consideration appear particularly suitable, from geographical, 
eoonomio and historical reasons. 

7. It would not serve a useful purpose to elaborate on this 
subject, or to work out further hypothetical development schemes 
without a detailed reference to the aotual conditions in the de- 
velopment area under review; but the present remarks may 
demonstrate the possibility, though only by conscious action, 
of avoiding further disturbances of the international network of 
trade as a result of the industrialisation of backward countries. 
Indeed, if such development sohemes are worked out with a view 
to their global implications, they may prove to be an instrument 
for the re-establishment on quite a new plane of an international 
division of labour : not, as in the past, between industrial and 
agricultural nations, but between countries containing different 
types of both industry and agriculture, and specialising eaoh in 
its appropriate lines of production in the different eoonomio 

No. 224.— VOL. LVT. * * 
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spheres. The proposition is widely aooepted that there is no 
moral or economie justification for permanently retarding the 
industrial progress of the many millions of people now inhabiting 
the backward areas of the world ; but neither is it compatible with 
human progress to develop industries in all these countries in 
such a way that the remnants of the nineteenth-century division 
of labour are destroyed without an attempt to re-establish an 
improved system of an international division of labour. Inter- 
national economic planning, properly understood, may well 
indicate a way out of this dilemma. 

B. A. Rahmer 

London. 


THE BRITISH DEMAND FOB IMPORTS: A COMMENT 

In the Economic Journal, June 1946, Mr. T. C. Chang stated 
that “ the value of the British demand for imports under full 
employment and 1938 conditions cannot be less than £1,300 mn ” 
(p. 206). Mr. Chang did not state the price level assumed for the 
figure quoted, but an inspection of his Table II would suggest that 
he had in mind a home price level 20% above the actual level and 
an import price level 41-6% above it. His figures imply imports 
of £960 mn. at actual 1938 import prices, or £1,120 mn. allowing 
for a deterioration in the terms of trade but at stable home prices 
(i.e., in wage-units). 

Lord Beveridge in Fuli Employment in a Free Society assumed 
3% unemployment, and out of the £600 mn. increment in the 
national income at stable prices £75 mn. was expected to be spent 
on imports. Mr. Chang assumes 6% unemployment, whioh 
would imply an increment of £400 mn. in the national income. 
Out of this, £90 mn. would be spent on imports at stable prioes, 
or £260 mn. allowing for the deterioration in the terms of trade. 
The implied crude marginal propensity to import is 65%, clearly 
improbable, and considerably above Mr. Chang’s own 30% for 
the probable maximum. 

In the first place, a relatively small point, Mr. Chang gets a 
higher volume of imports under full employment than the 
Beveridge figure (which assumed constant terms of trade) because 
he seems to put his hypothetical employment at 13% above the 
actual level (p. 198). Considering that 13% of insured workers 
were unemployed in 1938, and taking 5% as the irreducible 
minimum, this figure seems too high. 



1946] BRITISH DEMAND TOR IMPORTS : A COMMENT 663 

Secondly — and this is the mote important objection — a 
deterioration of 18% in the terms of trade as a consequence of 
full employment looks, on the faoe of it, excessive. According to 
official figures, in 1928 or 1929 our terms of trade were 20% worse 
than in 1933 at the bottom of the slump. 

Certain technical objections can be raised against Mr. Chang’s 
analysis on account of his brave effort to treat the tariff of 1932 as a 
price change. Had he regarded the tariff as splitting the period 
into two shorter ones, the results might perhaps have been some- 
what different. One finds when comparing the period 1924-30 
with 1932-8 a fall in the average propensity to import, in the 
marginal propensity, and also in the income elasticity. (My 
estimates for imports and incomes in real terms are, for average 
propensity 27% and 19%, for marginal propensity 24% and 16%, 
and income elasticity 0-9 and 0-8. The basic figures used were 
different from Mr. Chang’s. Using multiple correlation, the time 
factor was negligible.) Though the periods are shorter, the growth 
in the intensity of the relationship more than compensates for 
that. 

But the main objection is that it is difficult to use historic 
statistics, with little independent variation, to evaluate quantities 
under the conjectural state of full employment. The terms 
of trade will no doubt deteriorate, but the quantity of the 
change depends on whether full employment in Britain is accom- 
panied by world full employment or not. The deterioration in 
the terms of trade will be greater in the former case, though even 
so Mr. Chang’s figure looks excessive. In any case, it is not 
obvious why the terms of trade should depend on the level of home 
prioes under full employment. According to Mr. Chang’s Table 
II, the terms of trade would deteriorate by 9% with home prioes 
10% above the actual level, and by as much as 29% with home 
prioes 38% above the actual level. The reason for some of these 
strange results is, of course, that in the trade cycle all related 
quantities move together and it is practically impossible to 
allocate each variation to its cause. It would have been wiser to 
examine the direct connection of employment and the terms of 
trade, rather than the relationship of the terms of trade and home 
prioes, both determined by the level of employment. 

If there had been full employment in Britain, but not elsewhere, 
the deterioration in the terms of trade could have been of the 
order of magnitude of 5% rather than 20%. But even with 
world full employment the import position of Britain would have 
been better than indicated by statistics relating to the past. The 
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reason is that there is a vast difference between the accompani- 
ments of full employment as a phase in the trade eycie (which is 
implied by an extrapolation of our statistics) or a “high and 
stable level of employment ” as a result of Government policy. 
Both producer and consumer consider what is the (Marshallian) 
normal price of the commodity. Under full employment as a 
phase in the trade cycle, the boom price is not the normal price; 
under a stable full employment, it is. Hence, in the latter ease, 
the production of certain raw materials abroad would expand and 
the terms of trade would not deteriorate as much as expected. 
And a permanent deterioration in the terms of trade would cause 
a greater switch-over from imports to home production than a 
purely temporary one, with a consequent reduction in the volume 
of imports below the expected level. 

Though Mr. Chang does not consider the effect of full employ- 
ment on the balance of payments, ono would like to avoid leaving 
the impression that the effect is the same as on imports. In 
fact, all items of the balance of payments are interrelated. The 
effect of employment on imports of services like tourist expendi- 
ture will be in the same direction as on imports of merchanise, 
but the effect on all other items will be in the opposite direction. 
The figures given by Mr. Chang are gross figures in the sense that 
there are large offsets against them. As imports are valued o.i.f., 
an allowance should be made for the higher earnings of British 
shipping and insurance as a result of more imports. The profits 
of British companies abroad (e.g. tea or rubber) are also sensitive 
to imports, and therefore there should be a further offset in the 
increase of income from foreign investments. But exports 
should also expand when imports expand, due to the income (and 
multiplier) effect in foreign countries. 

Now, under conditions of world prosperity the value of British 
imports increases more than under full employment at home only. 
But it is under the former conditions that the value of British 
exports also expands greatly, including the value of shipping 
servioes the price of which is rather sensitive. Looking at the 
statistics of the inter-war period, the picture obtained is, if 
anything, the opposite to that expected : the balance of payments 
looks better in good years than in bad years. 

A further caution should be added as regards future problems. 
The value of imports in the near future cannot be estimated on 
the basis of extrapolating pre-war series. During seven years of 
comparative isolation certain changes have taken plaoe ; British 
industrial capacity in many lines expanded as a consequence of 
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the war, and the industrial capacity of eome of Britain’s supplying 
countries was destroyed. Thus it oan be expected that the 
British demand for imports, given the level of employment and 
the institutional factors, will be less than before the war. To 
sum up, it is unlikely that full employment should cause excep- 
tional balanoe of payments problems. Certain self-adjusting 
factors, which Lord Keynes emphasised in his last article, are 
bound to be in operation. But in any case, the magnitude of the 
deficit should be of the order of 10% of the actual value of imports, 
rather than 25% as would be suggested by crude extrapolation. 
That Britain has balance of payments problems is not denied, 
but these problems are due to long-term factors and not to the 
forecasted level of employment. 

T. Barna 

London. 


THE BRITISH DEMAND FOR IMPORTS : A REPLY 

The technical objection which Dr. Barna has raised against 
my analysis is the treatment of the tariff of 1932 as a price change. 
From the point of view of the home consumer the cost of buying 
imported goods is not the price quoted by foreign sellers, but the 
quoted price c.i.f. plus import duties. Any change in tariff rate is 
therefore equivalent to an increase or decrease of import price. 
If a tariff is not a price change, what else is it ? 

I do not see why the whole period should be split into two 
shorter ones. It seems that Dr. Barna has done so for the sake of 
getting higher correlation coefficients. As a matter of fact, the 
rather low value of my result is due to (1) ignoring other “ useful ” 
factors — e.g., the volume of British exports — and (2) the inclusion 
of the years, 1926 and 1931, during which British imports were 
abnormally affected by some random changes. If we take all 
these into consideration, the demand equation for British imports 
will be : 

log (volume of imports) = 1-1005 log (home employment) 

— 0-2815 log (relative import price) 

+ 0-2511 log (volume of British exports), 

with multiple correlation coefficient equal to 0-9434. The 
employment-elasticity, +1-1005, is higher titan Dr. Bama’s 
estimate. Consequently, the value of full-employment imports 
will still be higher titan his. As All estimates are bound to be 
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little more than guesses, it is therefore difficult to say definitely 
which one is most reasonable. But a better result oould be 
achieved, if we base our estimation on the elasticities of general 
groups of imports — Food, Raw Materials and Manufactured 
Goods. 

The figures in Column (2) of Table II are absolute import 
price including tariff, as has been pointed out in footnote 3 on 
page 198 of my article. The “ terms of trade ” should be the 
ratio of absolute import price excluding tariff to the cost-of-living 
index. The tariff rate increased the import price by about 12% 
in 1938. Therefore the “ terms of trade ” would deteriorate not 
by 9%, but by 2*8% with home price 10% above the actual level ; 
and so forth. Moreover, I did not attempt to estimate the level 
of absolute import price which would have been associated with 
British full employment in 1938. Table II only shows the 
theoretical values of imports at full employment under the assump- 
tion of different price levels. To get the figures in Column (2) 
by using regression equation is a matter of convenience. Would 
Dr. Bama object if I had arbitrarily set the figures equal to those 
by calculation? 

I agree with Dr. Bama that a trade-cycle boom is different 
from a “ high and stable level of employment.” But his attack 
has been pointed in a wrong direction. I did not try to forecast 
the future ; I sought only to show what a rise to full employment 
in the U.K. in 1938 would have entailed. Moreover, to say that 
it is dangerous to extrapolate pre-war series is not to say it is 
useless. It seems to me that Dr. Bama prefers complete darkness 
even to fitful gleams of moonlight. 

Tse-Chun Chang 

Cambridge. 


CURRENT TOPICS 

We announced in the June issue of the Economic Journal 
that it would not in future be possible for the London and 
Cambridge Economic Service Bulletins to be distributed free with 
the Economic Journal. The Bulletin that is circulated with 
this issue is the last that will be distributed free. 

In the June issue Fellows were invited to subscribe for the 
.Service on special terms, which would vary in accordance with the 
total number of subscribers which might be obtained. In view of 
the response hitherto, it has been decided that the rate for the 
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first year will be 16s. per annum. Any Fellows who have not yet 
informed the Secretary of the London and Cambridge Economic 
Service, at the London School of Economics, Houghton Street, 
Aldwych, London, W.C.2, of their desire to subscribe, are urged 
to do so with as little delay as possible. We include on a slip 
in the current issue of the Bulletin a note indicating the important 
proposed changes that will be incorporated from the beginning 
of next year. 


The Nuffield Foundation has recently made a grant for a 
period of five years to the Department of Applied Economics in 
the University of Cambridge to be used for the appointment of 
a number of Research Fellows in the Department. The first 
two Fellowships have now been filled and the following have 
been appointed : — 

Dr. R. C. Geary, of the Statistics Branch of the Depart- 
ment of Industry and Commerce in the Government of 
Eire and joint Editor of Biometrika, who has been granted 
leave of absence by his Government during the present 
academic year to research into Problems of the Analysis of 
Time Series. 

Mr. F. Sewell Bray, partner in Messrs Tansley, Witt and 
Co., Chartered Accountants, and joint author of Design 
of Accounts, who will be engaged in research into Problems 
of Social Accounting. 

In addition the Department has made the following appoint- 
ments to its research staff : — 

Mr. G. H. Orcutt, of the Department of Economics and 
Social Science of the Massachusetts Institute of Tech- 
nology, who will be researching on Dynamic Models for 
Total Economic Activity. 

Mr. G. Stuvel, of the Central Planning Bureau of the 
Netherlands Government, who is engaged on Research 
into The Statistical Analysis of Demand and Consumers' 

Behaviour. 

Mr. A. R. Prest, of Cambridge University, who is working 
on The National Expenditure of the United Kingdom before 
1920. 
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The Secretary of the National Institute of Economic and Social 
Research has informed ns that the following awards of Senior 
Research Fellowships have been made for the coming academic 
year: — 

Mr. E. J. M. Buckatzsch, Lecturer at Balliol College, Oxford, 
has been awarded a part-time Fellowship for one year to 
work in Oxford on an enquiry into Factors affecting income 
per head in towns and areas of England and Wales 1929- 

1939. 

Miss Kate Liepmann, Research Associate of the Recon- 
struction Research Group, University of Bristol, has 
been awarded a full-time Fellowship for one year to work 
at the University of Bristol to undertake an enquiry 
into The extent and composition of labour markets in selected 
areas in the South-west. 

Mr. H. G. Schenk, of Exeter College, Oxford, has been 
awarded an extension of his part-time Fellowship for one 
year to complete at Oxford his enquiry into European 
Romanticism and the Social Revolution 1790-1830. 

These Fellowships are for the purpose of advanced research, 
primarily in the field of economics and social economics, but not 
excluding other social subjects, and are awarded to suitable 
candidates who have been recommended by Universities and 
University Institutions in the United Kingdom. 


The Colonial Office has drawn our attention to the institution 
of Colonial Research Fellowships to enable suitable research 
workers to pursue work in the British Colonial Empire. The 
Fellowships carry a remuneration at the rate of £400 per annum, 
which may be increased to a sum not exceeding £760 per annum 
if the Fellow is married or in any other appropriate circumstances. 
Travelling and other expenses will also be provided. The Fellow- 
ships will normally be reserved for University graduates in the 
Natural or Social Sciences, under 36 years of age, from any part 
of the British Commonwealth and Empire. 

Further information may be obtained from The Secretary, 
Colonial Research Committee, Palace Chambers, Bridge Street, 
London, S.W.l. 
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The Royal Economic Society is anxious to obtain returned 
copies of the last issue of the Economic Journal— 1 that for 
September 1946— -and the London Cambridge Economic Servioe 
Memorandum No. 107 which was distributed with it. Any 
member who may care to return copies in good condition to the 
Assistant Secretary, Mr. S. J. Buttress, 6 Humberstone Road, 
Cambridge, will be paid 3s. 6 d. for the Journal and Is. for the 
Memorandum. 


We have been informed of the proposed publication of a new 
journal to be entitled Kyhlos, an International Review of the Social 
Sciences, with the following Editorial Board : A. Affcalion (Paris), 
Luigi Einaudi (Rome), Walter Eucken (Freiburg i. Br.), Alvin H. 
Hansen (Harvard), Eli F. Hecksoher (Stockholm), J. R. Hicks 
(Oxford), Charles Rist (Paris), William E. Rappard (Geneva), 
Joan Robinson (Cambridge), Wilhelm ROpke (Geneva), Edgar 
Salin (Basel), J. A. Schumpeter (Harvard), Alfred Weber (Heidel 
berg). 

It will publish, in the main, contributions on all the various 
aspects of the theory of economics, including the theory of 
economic policy and finance. The review will also be devoted to 
economic and social history, the history of economic theory, as well 
as to all problems appertaining to sociology. It aims to create 
something that has not existed before in this form, that is, an 
international forum for scientific discussion between the scholars 
and peoples of many different tongues and nationalities. 

- Articles will be published in English, French and German. 
Any communications should be addressed to Dr. H. G. Bieri, 6 
Place Bubenberg, Berne, Switzerland. 


The Editors of the Economic) Journal have been informed 
of more than one attempt that is being made at the present 
moment to compile a complete bibliography of Lord Keynes’ 
writings. They are anxious to secure the help of editors of 
journals and others who can inform them of contributions by 
Lord Keynes to newspapers, weeklies, Festschriften, etc., and to 
journals other than the Economic Journal and the Quarterly 
Journal of Economics. 




RECENT PERIODICALS AND NEW BOOKS 

Journal of the Roycd Statistical Society . 

Vol. CIX. Part I, 1946. Some Aspects of the Use of Statistics in Govern - 
ment, with special reference to the Human Budget : the Inaugural Address 
of the President , The Rt. Hon. Lord Woolton. A Review of Recent 
Statistical Developments in Sampling and Sampling Surveys : F. Yates. 
Cumulative Sampling : a speculation as to what happens in copying 
manuscripts : G. Udny Yule. Elementary Statistics of Majority 
Voting : L. S. Penrose. Regulations of the Research and Industrial 
Applications Sections . 

Economica. 

August 1940. Full Employment and International Trade : F. Benham. 
The Marginal Cost Controversy : R. H. Coase. A Further Note on the 
British Balance of Payments : C. F. Carter and T. C. Chang. Welfare 
Economics and Economic Policy : A. Radomysler. 

The Political Quarterly. 

Ootober-Deoember 1940. Peace with Russia : M. Edelman. Political 
Catholicism and Catholic Politics : Ilsa Barea. Spanish Politics and 
Parties : J. O. McLachlan. The National Coal Board : G. D. H. Cole. 
How Mussolini Fell : P. Saporiti. Legislative Draftsmanship : W. A. 
Robson. New Horizons in Educational Broadcasting : R. S. Lambert. 

The Economic History Review. 

Vol. XV, Nos. 1 and 2. 1945. Problems of the British Coal Industry 

between the Wars : W. H. B. Court. The Bill of Exchange and Private 
Banks in Lancashire , 1790-1830 : T. S. Ashton. The Destruction of 
Woodland in the Eastern Counties under William the Conqueror : R. 
Lbnnard. Vitriol in the Industrial Revolution : A. Clow and Nan L. 
Clow. British Economic Activity in the German Colonies , 1844-1914 : 
W. O. Henderson. The Bank of England : W. T. C. King. The 
American Negro Problem : D. W. Brogan. English Agriculture from 
Cobbett to Caird ( 1830-80 ) : G. E. Fussell. 

Vol. XVI, No. 1. 1946. British Food Supplies , 1914-1939 : R. J, 

Hammond. Samson Gideon and the Reduction of Interest y 1749-50 : 
L. S. Sutherland. Alien Hosting in Southampton in the Fifteenth 
Century : A. A. Ruddock. Utility and Radicalism , 1825-1837 : F. E. 
Hyde. The Denomination and Character of Shares , 1855-1885 : J. B. 
Jefferys. Sir John Clapham : M. M. Postan. Edwin Francis Gay : 
N. S. B. Gras. Early Banking : M. M. Postan. The History of 
Empire : J. W. Davidson. 

The Review of Economic Studies . 

Vol. XII, No. 32. The Economies and Diseconomies of Industrial 
Concentration : the Wartime Experience of Coventry : A. Shenfield and 
P. Sargant Florence. Some Consequences of the Habit of Judging 
Quality by Price : T. de Soitovsky. A Note on Selling Costs and the 
Equilibrium of the Firm : J. P. Hayes. A Note on the Theory of Tariffs : 
H. Denis. A Note on Arc Elasticity of Demand : J. G, Diaz. Adver- 
tising Costs and Equilibrium — a correction : E. H. Chamberlin. The 
Work of Erwin Rothbarth : M. Kalecki. 

The Manchester School . 

January 1940. Is British Industry Inefficient ? : J. Jewess. The 
Mobilisation of Manpower in Great Britain for the Second Great War : 
Sir Godfrey Inch. Planning and Economic Privilege : G, L. Schwartz. 
Lancashire : G. W. Armitaoe. 
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May 1940* Man-Power Distribution, 1939-45 : some international com- 
parisons ; C. T. Saunders. Future Competition between Natural and 
Synthetic Rubber : P. T. Baubb. Second Thoughts on the White Paper 
on Employment Policy : J. Jswkes. Polanw's Full Employment and 
Free Trade : J . C. Gilbert. A City Plan : R. N. Spann. 

The Sociological Review . 

January-Ootober 1944. Arab Status in Cyrenaica under the Italians : 
E. E. E vans-Pbitohard . Balance and Planning : A. E. Smatles. 
Two Notes on Communal Responsibility : D. Daube. The Validity of 
Public Opinion Survey Results : J. G. Ferraby. A Preliminary Study 
of Some Social Aspects of Australian Business Cycles : K. F. Walker. 
Art as Social Science : R. Mukerjee. Durham City ; Dorothy 
Sylvester. 


The Eugenics Review . 

October 1940. Eugenics for the Daily Worker. Problem Families. 
Eugenically Desirable Types. 

Bulletin of the Oxford University Institute of Statistics. 

VOL. 8, No. 7. Productivity and Real Income in U.S.A. and U.K. : T. 
Barna. The Future of the Potteries ; the report of a Working Party : 
G. D. N. W ors wick . 

Vol. 8, No. 8. The Changing Pattern of Retail Distribution : R. Bellamy. 

French Reconstruction Plans : T. Balogh. 

Vol. 8, No. 9. Wage Policy : J. Steindl. The Franco~U.S. Loan 
Agreement : T. Balogh. Swedish National Income Models : E. 
LtrNDBERG and I. Ohlsson. 

Vol. 8, No. 10. The United States in the World Economy : T. Balogh. 
Size and Success of Retail Distribution. Part II of a study on Costs and 
Efficiency in Distribution : R. Bellamy. 

International Affairs. 

J cjly 1946. Nuclear Energy and its Uses : Sir George Thomson. 
British Newspapers and Information-Services in International Affairs : 
G. N. Clark. Factors underlying British Foreign Policy : A. Bryant. 
International Law ; some conditions of its progress : J. L. Brierly. A 
Korean Survey : Sir Paul Butler. Ceylon ; inconsequential island f ; 
W. I. Jennings. The Impact of the War on Turkey : A. C. Edwards. 
The Situation in Spain : Helen F. Grant. The Evolution of Local 
Government in British African Colonies : Margaret Wrong. 

The Banker. 

September 1946. Tackling the Sterling Balances. Some Consequences of 
the Borrowing Act : R. Bird. 

October 1946. The Coming World Trade Talks. Gilt-edged and the 
Volume of Money. The Return to Stock Exchange Fortnightly Settle- 
ments : H. Cowen. 

November 1946. The Modem Goschen. WiU Dollars be Scarce f Is 
there a Future for Banking f : Dennis Robertson. Scotland : a 
financial and economic survey. 

The Bankers' Magazine. 

September 1940. Rooted in Dishonour. Educational Section. 

October 1946, Wall Street Flurries. 

November 1940. The Swiss Franc : F. Jenny. A Glance at the British 
Zone : W. 8. Hill-Reid. 

Midland Bank Review. 

August 1940. The Design of International Order ; Monetary and Financial 
Arrangements. 

,1946. Britain's Food* The first post-war phase . The 
I*C.F .C. . A new factor in industrial finance . 
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Westtnin&ier Bank Review. 

October 1946. Britain's Progress during the Transition . The Standard 
of Living. 

Planning. 

No. 254. Mothers in Jobs. 

No. 255. The Unmarried Mother. 

No. 256. Europe and the Ruhr. 

No. 257. U.S. Slump — UJC. Defence. 

International Labour Review . 

M arch-April 1946. The Swiss System of Compulsory Extension of 
Collective Agreements : A. Archinard. Wage Stabilisation in New 
Zealand: A. R. Low. Economic Post-War Problems in Denmark. 
Land Aspects of Labour Problems in Kenya . The IJj.O. Coal Mines and 
Inland Transport Committees. 

League of Nations Monthly Bulletin of Statistics. 

July 1946. Usual statistical information. 

August 1946. World Production of Electricity , 1936-1946. 

September 1946. Public Finance of Some European Countries. 

The Canadian Journal of Economics and Political Science . 

August 1946. (Papers presented at the Annual Meeting of the Canadian 
Political Science Association, May 1946.) The Cabinet — Position and 
Personnel : R. MacGregor Dawson. Cabinet Government in Canada : 
Some Recent Developments in the Machinery of the Central Executive : 
A. D. P. Heeney. Some Aspects of Canada's International Financial 
Relations : C. D. Blyth. United Stales International Financial Policy : 
R. F. Mikesell. Multilateralism and Full Employment : M. Kalkcki. 
Patents in Relation to Monopoly : H. G. Fox. Trade Union Policy uqder 
Full Employment : E. Forsey. Some Management Responsibilities for 
Good Industrial Relations : E. M. Little. Government Forecasting in 
Canada : S. Bates. The Future of Immigration into Canada : H. F. 
Angus. History of Indian Administration in Canada : T. R. L. 
MaoInnes. The Goal of Indian Assimilation : W. W. Beatty. 

The Economic Record. 

June 1946. John Maynard Keynes (some personal notes) : L. F. G. Some 
Post-war Problems : L. G. Melville. Applications and Extensions of 
the Karmel Formula for Reproductivity : Colin Clark and R. E. Dyne. 
Australian Income Tax , 1945 : H. S. Carslaw. Insulationism and the 
Problem of Economic Stability : C. G. F. Simken. The Psychological 
Assumptions of Economics ; K. F. Walker. Production Goals for 
Primary Products : K. O. Campbell. Prospects of Full Employment tn 
Australia : J. S. G. Wilson. Social Accounting : Dudley Seers. 

The South African Journal of Economics. 

June 1946. Death Duties in South Africa : E. Kahn. Some Aspects of 
the Economic Development of Northern Rhodesia : J. A. Henry. The 
Relative Merits of Tariffs and Subsidies as Methods of Protection : R. L. 
Threllfell. Public Finance and the Business Cycle in South Africa , 
1910-1940 : J. L. Sadie. 

The Armais of the American Academy cf Political and Social Science . 
September 1946. Belgium in Transition. 

The Journal of Political Economy , 

August 1946. A Post-mortem on Transition Predictions of National 
Product : L. R. Klein, The Italian Lira , 1938-45 : W. D, Gramfp. 
The Dilemma of Liberal Economics : M. Bronpenbrenneb Realism 
and Relevance in the Theory of Demand : J. M. Clark, The Graphic 
Depiction cf Elasticity sf Demand : C. C, Holt and P, A, Sahurlson. 
The New Ethiopian monetary System : M. J. Wassekman. Hermann's 
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History of Doctrine and Current Issues : F. H. Knight. Mr. Gottlieb on 
Optimum Population ; An Objection : P. K. Whelpton. A Reply ; M. 
Gottlieb. 

The Review qf Economic Statistics. 

August 1946. &ome Measurements of Elasticities of Substitution : J. 
Tinbergen. Consumers 9 Expenditures in War and Transition : V. L. 
Bison. Statistical Materials Collected by the War Production Board : 
D. Novick. Sources of Business Funds : Selected Statistics, 1930-44 : 
O. C. Abbott. Tertiary Production as a Postwar International Economic 
Problem : A. G. B. Fisher. Wage Diversity and Its Theoretical Implica- 
tions : R. A. Lester. Bullion Prices and the Cold Silver Ratio, 1929-45 : 
D. H. Leavens. Dovetailing Rural Public Works into Employment 
Policy : E. J. Ho wew stine. Dr. Hansen on “ The Bogey of Economic 
Maturity 99 : G. Terborgh. 

Journal of the American Statistical Association. 

June 1946. The Membership of the American Statistical Association — an 
Analysis: A. Hubwitz and F. C. Mann. Britain's New Post-War 
Economic Quids : N. Crump. Problems and Methods of the Sample 
Survey of Business : M. H. Hansen, W. N. Hubwitz and Margaret 
Gurney, Actuarial Analysis of the Operating Life of B-29 Aircraft 
Engines : O. L. Altman and C. G. Goor. Systematic Sampling and Its 
Relation to Other Sampling Designs : L. H. Madow. Calculating the 
Geometric Mean from a Large Amount of Data : Z. Szatrowski. The 
Design and Analysis of Methods for Sampling Microclimatic Factors : 
H. G. Wxlm. Application of Machines to Differencing of Tables : J. 
Ladkkman and M. Abramowitz. 

The American Economic Review. 

June 1946. The National War Labor Board : D. M. Kebzek. A Re- 
consideration of Rent Theory : D. A. Worcester. Business Cycles and 
the Modem Theory of Employment : L. A. Metzler. Debt Management 
and Economic Policy : H. C. Wallioh. Functional Finance through 
Quasi-Free Bank Credit : J. C. Poindexter. The Railway Labor Act 
and Labor Disputes : H. R. Northrup. Marx and Economic Calcula- 
tion : M. M. Bober. The Economics of Minimum Wage Legislation : 
G. J. Stigler. Wage Differences in Local Labor Markets : L. G. 
Reynolds. 

Econometrioa . 

July 1946. Lord Keynes and the General Theory: P. A. Samuelson. 
The Region as a Concept in Business-Cycle Analysis : R. Vining. 
Pricing and Price Levels : G. R. Davies. Raise Profits by Raising 
Wages f : T. C. Schbltjnq. Standard Errors of the Tilling Coefficients 
Usui in Confluence Analysis : E. Ruist. The United Nations Statis- 
tical Commission : S. A. Rios. “ Free Money ” of Large Manufacturing 
Corporations and the Rate of Interest : A. J. Duncan. A Reply : A. 
Kzsselgoff. 

The Journal of Economic History. 

May 1946. A Merchant Adventurer in Brasil : H. Heaton. The Medici 
Bank : Organization and Management : R. de Rooveb. George Bernard 
Shaw and Karl Marx : W. Irvins. Posthumus' Prices in the Nether- 
lands : E. J. Hamilton. Schlesinger's Age of Jackson : B. Hammond. 
Clapham 9 s Bank of England : F. C. Jakes. 

Journal of Farm Economics. 

August 1946. The Bureau of Agricultural Economics under Fire : a study 
in valuation conflicts : C. M. Hardin. Professor Schulte and OJ2.D ♦ on 
Agricultural Policy in 1945 : J. D. Black. Diagrammatic Economics : 
W. E. Paulson. The Wartime Use of Manpower on Farms : W. W. 
Wilcox. Milk Price Differentials in the Southeast : W. J. J. Smith. 
A Rational System of Agricultural Price and Income Controls : G. 
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Shepherd. Modernization of Chinese Agriculture ; P. W. Tsou. Food 
Consumption at the National Level : C. B. Howe* A Framework for the 
Study of Peripheral Economic Areas : G. A. Hubert, 

Foreign Affairs. 

July 1946. Agreement on Germany : Key to World Peace : G. Bxdault. 
Has our Policy in Germany Failed t : E. S. Mason. Atomic Energy and 
American Foreign Policy : C. P. Haskins. Lenin's Democracy 9 and 
Stalin' 8 : M. Vishniak. After the Savannah Conference : F. M. Vinson. 
The Soviet Peacetime Economy ; N. Mikhailov. Canada Looks “ Down 
North ” : L. B. Pearson. The Outer Mongolian Horizon : O. 
Lattimore. The Future of British Imperial Preferences : H. Fkis. 
Kurdish Independence and Russian Expansion ; W. L. Westermann. 
Home Rule for Scotland : R. H. Bruce Lockhart. A Four-Power 
Program in the Caribbean : C. W. Taussig. Two Invasions : E. Tarl£. 
Italy at Work : Achievements and Needs : S. Fenoaltea. Spain as an 
African Power : R. G. Woolbert. How much oil has Russia f : S. M. 
Schwarz. 

Revue de Vlnstitul International de Statistique . 

1946. ISI, IASI AND UN : S. A. Rice. Sur les limites de la dispersion de 
certaines estimations : G. Darmois. Nouveaux essais d' explication de 
la repartition des revenue : R. M. Fr^chet. Sur les fondements des 
evaluations de la richesse nationale : C. Grni, Collection of economic 
statistics in the United States : S. A. Rice. 

La Revue Economique et Sociale . 

July 1946. L' Argumentation ditailUe de la C.G.T. pour la hausee des 
salaires ; J. Durst. Grande -Bretagne et Occident Europeen : W. Hill. 
La Reforms administrative : C. Mellac. Plan et Planisme en Tunisie : 
J. Klein. Conjoncture ; prix f salaires et production : J. Dumontier. 

Revue D' Economic Politique . 

April-Junk 1946. Remarques sur la theorie generals de Lord Keynes : P. T. 
Bauer. Offre et demands et debit : H. Guitton. Theorie des encaisses et 
theorie de VinUrit ; R. Florin. La balance des comptes el Vequilibre 
economique international : J. Sriber. Le lime de Colin Clark “ Les 
Conditions du progr^s economique ” .* J. Fourasteb. 

Population . 

J anu aby-March 1946. Pression d6mographique et ressources agricoles ; 
application aux pays d' Europe : P. Vincent. Localisation industrielle 
et peuplement : L. Chevalier. Progris technique , destructions de guerre 
et optimum de population : G. L&tinier. De la mesure de la mortalite 
infantile : J. Bourgeois. VieiUissement de la population et prolongation 
de la vie active : J. Daric. Sociologie et demographic : J. Stoetzel. 
Evaluation des besoins de V immigration francaise : A. Sauvy. Facteurs 
compares d' assimilation chez des Russes et des Amhniens : R. Gessain 
et Madeleine Dor£. 

April-' June 1946. Fails et probhmes du jour : A. Sauvy. A propos du 
recensement du 10 mars 1946 : V. Fonsagrive. Viellissement de la 
populaUon 9 retraUes et immigration : P. Vincent. Pour une histoire de 
la population : L. Chevalier. Plein emploi et pleine population : 
A. Sauvy. Sondages et demographic ; A. Girard. Apergu sur les 
legislations etranghres en matikre de demographic : J. Doublet, Le 
facteur “ qualiU ” en demographic : J. Surma. Elements d'un bilan 
national de ValcooHsme : G. L ^tinier, 

De Economist. 

September 1946. De grenzen der hiding : J. F. Ten Doessohatb. A 
consideration of what is meant by “business-economy.” The writer 
refers to views that the purpose of business is to secure sufficient net 
profits, and to Dr. Mey’s observation that in a collectivist society there 
can be no “business-economy.” This standpoint, that “business- 
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economy ” is concerned with how an undertaking can attain the greatest 
possible gains does not fit these times which demands a synthesis between 
individual pursuit of gain and social welfare. On this view there would 
be a conflict between business-economy and social economy. Greatest 
individual gain, moreover, cannot now he held to imply the greatest 
social advantage. Businesses must cooperate together at their social 
task, as members of a greater whole. Expenditure and profit must not 
be viewed exclusively from the standpoint of the owner of capital, but 
as social-economic categories. It does not follow from this that indus- 
trial life must be nationalised or socialised on a large scale. Authority 
should create organs whose object would be to fit private initiative into 
the pursuit of the community’s welfare. The controlled or managed 
economy is not to be condemned or approved a priori . It is a question 
of costs and returns ; a question, not of principle, but of expediency. 
Control should remain below the point where the advantages for the 
community are exceeded by the costs involved. Among the positive 
advantages are a more just distribution of wealth, and the possible 
avoidance of waste, in excessive competition and overcapacity. Among 
the losses involved are the withdrawal of labour and of capital from the 
productive processes. Nor is there any corresponding diminution in the 
amount of labour in the various businesses ; on the contrary, govern- 
ment control involves an increase of staff. There is also a decline in 
the spirit of enterprise and in the urge to keep costs down. There is 
also the question of the quality and the competence of control : a little 
management of high quality is better than a large amount of manage- 
ment of inferior quality. Het prijzenstdsel in Rutland, : A. C. Razoux 
Schultz. After a brief survey of the organisation of economic life in 
Russia, the writer gives a detailed account of the price system, and of 
various problems connected with the determination of prices. The 
final conclusion is that the Russian system has little to offer us in the 
field of the price-problem. In the first place, the Russians have not 
sufficiently thought out, theoretically, the price-problem. Further 
the influence of Marxism has led to certain definite mistakes, in par- 
ticular the abandonment of capital -interest as a guide to investment. 
Above all, the Soviet economy has in the main been a scarcity-economy, 
a ‘ building-up * economy : it is impossible to avoid the impression that 
in the Russian economy, a condition of need has always prevailed. The 
strong measure of centralisation supports the same conclusion. De 
econotnische data en de statistiek : J. H. Van Zanten. The younger 
economists complain of a lack of validity in economio conclusions, due 
ultimately to the fact that Economics has until recently been based on 
premises which are in conflict with reality, the assumption of the “ homo 
economicus.” According to some, Economics is a theory of acts of 
choice. Keesing remarks that this brings motives too much into the 
foreground : economics is rather a theory of the effects of these acts of 
choice. There has been a change from the older theory based on the 
“ homo economicus ” to the demand to-day that we should know what 
happens. It is not the task of economics to determine the circumstances 
relating to choice. This is for other sciences : Psychology, so far as 
concerns quality; Statistics, so far as concerns quantity. The com- 
plaint is made that the data which these sciences place at the disposal 
of economics is not sufficient to make it possible to build up a theory. 
The remainder of the paper is concerned with the question how far 
Statistics can provide for this urgent need. Statistics is a •* serving,** 
a ministering science, which can only do serviceable work for others. If 
set before a definite problem. Three things are necessary : (i) deter- 
mination (by economics) of the problem ; * (ii) commission to Statistics 
(and Psychology) with precise description of the problem and the data 
necessary; (in) organisation of statistics to provide the necessary data. 
In conclusion two points are made : (i) Statistics can give no more than 
a decision on the past; (ii) a question arises whether the difference 
between the results of the new method and the old (resting on the 
“ homo economicus ”) may not be lees than is assumed. 
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March-Apbxl 1946. Le baei etoriche della stnUtura eindaoale italiana : 
G. Demajua The legislation of the Corporative state consolidated 
previous tendencies to over-centralization in Italian trade unions. 
Future policy should follow British and American experience more 
closely. A propoeito di un euggerimento del Pareto al minietro della 
produzione in uno etato oollettivista : C. Dami. Pareto advocated (i) 
price discrimination in order to bring about optimum social output in 
the case of industries with increasing or decreasing costs, (ii) in cases 
where fixing of prices to include overhead costs would lead to lees than 
full utilization of capacity, the levy of a fixed sum per consumer, irres- 
pective of amount bought, to cover overhead costs; consumers then 
being able to buy as much as they wish at a price covering prime costs 
only. The first suggestion is approved, but the second criticised on 
the grounds that such a levy would discourage a certain number of 
consumers from buying the goods at all, and would press heavily on 
those with lower incomes, ubbiezioni economiche alle valutazioni della 
ricchezza nazionale : 0. Gun. An analysis of the dangers of estimating 
the national wealth according to market values. Use- values are nor* 
mally greater than exchange-values, and the difference tends to be 
larger the richer the country. Countries in which a small number of 
specialised forms of wealth are concentrated in few hands will tend to 
have a higher price level than ones in which forms of wealth are large in 
number. Nuove ricerche eui bilanci familiari : P. Luzzatto -Fegiz. 
An investigation carried out by the Institute of Statistics of the Uni- 
versity of Trieste for 1939 and 1942. Due to the war the structure of 
expenditure of the middle -classes has been becoming more like that of 
the lower income groups, particularly in the large proportion spent on 
food. Nuovi aspetti della politico monetaria internazionale : A. Garino- 
Canina. The reaction from Chartalism and the return to gold as a 
means of international exchange. Bazionalitd della domanda e cfiiteri 
d 'indipendenza dei beni : E. Zaooagktni. A mathematical investiga- 
tion into (i) a suitable demand function, (ii) the assumptions on which 
the measurability of utility rests, (iii) criteria for recognising the in- 
dependence of commodities. Elasticitd della domanda di Xavoro in 
Bohm-Bawerk : F. Vuxani. Bdhm-Ba work’s formula relating the 
wage-rate, the interest-rate, the period of production and the average 
annual product of each worker results in unit elasticity of demand for 
labour for each value of the period of production. The elasticity 
becomes greater than one for a rise or fall in the period of production, 
but can never become less than one. BOhm-Bawerk’s conception of 
the structure of production is criticised and a formula found, relating 
the concepts of B6hm-Bawerk to the general equilibrium theory of 
Walras, which enables the elasticity of demand for labour to be less 
than unity. 

May-Junk 1946. Singolaritd economiche della Palestina : R. Bachi. 
The situation arising from a large inflow, for other than economic 
reasons, of labour, capital and organising ability of a particular kind 
into a relatively stagnant economy. In merito a un'osservazione critica 
del Pareto : A. De Toma. Ricardo’s conclusion that total specialisation 
and international trade would be advantageous where there is a diver- 
gence of comparative costs was criticised by Pareto on the grounds that 
it depended on the tastes of the countries involved. Pareto’s example 
demonstrating this is found to be inadequate, and a diagrammatic 
^method, showing that the area in which total specialisation and trade 
would take place may be more restricted than the divergence between 
the comparative costs, is developed. In the case Where tastes are such 
that no exchange based on total specialisation could take place a " pre- 
carious ” equilibrium could come about with partial specialisation by 
one country. Protection by the country which is specialising partially 
might, it is suggested, lead to stability and a greater gain from trade by 
both countries. Significato economico del Ze valutazioni della ricchezza 
nazionale : 0. Gun. The objections raised in the article in the pre- 
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ceding number are disposed of on the general ground that once a market 
comes into being subjective values become subordinate to its objective 
valuations. An estimate of the national wealth should include an 
estimate of the value of the people of the country. This may be obtained 
in respect of productive capacity, but not of level of culture. Nuove 
ricerche sui Inland famiUari ; P, Luzzatto-Fegiz. A third inves- 
tigation carried out by the Institute of Statistics of the University of 
Trieste for 1943. The rationing system did not produce equal dis- 
tribution of the more important Items of food among all classes ; black 
market food became the main luxury of the higher income groups. 
La politico annonaria di Venezia : L. Dal Pane. A defence of Venetian 
policy in the eighteenth century in the transition from a purely com- 
mercial centre to one of regional trade with its own internal food supply. 
Nota 8id problema della giusta imposta : L. V. Berliri. The maxim that 
“ the just tax does not exist ** becomes inevitable if consideration of 
the best way of spreading the sacrifice involved in paying taxes is 
separated from an allocation of the benefits received from public 
services. An attempt to do the latter can and should be made on 
juridical lines. The legal concept of an ‘ interest * may be helpful. 
Questioni di nomi : A. Loria. CoUettivismo integrate e burocrazia : 
G. Demaria. Presenting the Tecently published 4 JEconomia colletti- 
vistica ed economia individualistica a confronto ’ by Cesabe Dami. 

Schweizerische Zeitschrift fur V olkswirtschaft und StatisPik . 

August 1940. Probleme des KapiUdexportes : E. Kung. Spartdtigkeit 
und Kapitalbildung : E. Kellenberger. Geldivertdnderungen und 
Prozessabalyse : H. G. Bieri. 

Moneda y Cridito . * 

June 1946. A proposito de “La Renta Nacional de Espafia” : A. 
Guerreiro. La industria eUetrica francesa . Su nactonalizacidn : 
A. V. Pardo. El estamento de la nobleza en el despolismo ilustrado 
espariol : M. G. Pelayo. La Banca espanola en 1945 : I. C. Gahrigos. 
Efectos economicos de un presupuesto equilibrado : E. de Figueroa. 

El Trimestre Econdmico. 

J uly-September 1946. Logros positivios , de la reforma agraria mexicana : 
R. F. Y FernAndez. La administracidn de los distritos de riego mexicanos : 
J. L. Tamayo. Situation y estructura del Banco Nacional Hipotecario y 
de Obras Publicas : A. Zamora. Las propuestas comerciales anglo - 
norteamericanas : J. MArquez. Unifacacion de los impuestos intemos 
argentino8 : R, C. TrevisAn. Discusiones previas al primer tratado de 
comercio entre Mexico y Estados Unidos : 1822-1838 : C. B. Garcia. 
John Maynard Keynes : 1883-1946. 

October-December 1946. La inflation norte americana : A. H. Hansen. 
Teoria del mercado adicional de inversiones : A. L. I&Arritu. La 
balanza de pagos y el ingreso nacional : R. O. Mena. Problemas creados 
por la reforma agraria de Mixico : R. F. Y FernAndez. El primer 
tratado comercial anglomcxicano : intereses economicoe y politicos : C. B. 
GaroIa. 


Index. 

No. 169. September 1946. Economic Survey , June 15-September 15, 1946 . 
Supplement. September 1946. The State and the Private Banking 
System : E. Browaldh. 

VEgypte Contemporaine. 

J antj ary-Febru ar Y 1946. International Monetary Problem (in Arabic) : 
M. Saleh el Falaki. Super National or National Currency . The 
monetary fund of Bretton Woods : M. Bye, Commercial Relations 
between France and Egypt : Andre Eman. 
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Mirovoe Khoziaistox % Mirovaia Politika {World Economy and 
World Politics), Moscow . 

No. 10, 1945. China on the Road to a New Life : V. Masiennikov. 
The Elections in France : M. Sharov. The Question of Nationalisation 
of the English Coal Industry: D. Zorina. Liberated Norway: Y. 
Segal. The Significance of Foreign Trade for U.SA. : V. Lan. 
The Economic Situation of Liberated France : M. Mbyman. England's 
Indebtedness to Egypt : L. Vatolina. The Annual Accounts of American 
Concerns : N. Vaitsman. 

No. 11, 1945. Franco Spain : Stronghold of Fascism in Europe: O. 
Arturo v. The Coal Problem in Post-war Europe : V. Karra. The 
End of Japanese Aggression in the Pacific Ocean : 32. Pigulevskaia. 
Concentration of Industry in U.S.A. during the Second World War : 
S. Leaf. The Economic Basis of Japanese Aggression : M. Lukianova. 
Consumers' Credit in UJSA. during the War Years : P. Kaminsky. 
Tendencies in Canadian Agriculture in Wartime : B. Kogan. The 
Economic Situation of Argentine at the time of the Second World War : 
O. Klesmbt. 

No. 12, 1945. The Clandestine Diplomacy of International Monopolies : 
M. Rubinstein. Swedish Foreign Policy : Y. Segal. The Oil Industry 
in U.S.A, during the Second World War : M. Kogan. Reconversion and 
the Unemployment Problem in U.S.A. : V. Lan. The Defeat of Japan 
and Events in Indo -China : V. Vasileva. Agrarian Reform in Turkey : 
B. Dantzig. 

Nos. 1-2, 1946. U.S.SJR . in the Forefront of World Democracy : P. 
Lissovsky. International Relations in 1945 : I. Lemin. Agrarian 
Reform and Democracy : A. Petrushov. The Anglo-American Economic 
Agreement : V. Sokolov. The Internal Political Situation in Germany : 

D. Melnikov. The Strike Movement in U.S.A. : S. Drab kin a. A 
New Structure : Democratic Albania : P. Manchka. * Events in 
Indonesia : V. Vasileva. The Activity of the German Concern ROVAK 
in Spain : B. Isakov. The Economic Situation in Bulgaria : B. 
Chbistov. On the Anglo-American Oil Agreement : V. L. 

Ixvestia of the Academy of Science i of U.S.S.R. : Section of Economics and 

Law . 

No. 3, 1946. On Political Workers : Academician I. P. Trainin. The 
Time Factor in the Planning of Capital Investments : Academician S. G. 
Strumilin. The London School in Political Economy : I. G. Bliumin. 
On Some Aspects of Money Circulation in Ancient Russia : A. D. 
Gusakov. The Economic Views of A . N. Radishchev {1749-1802) : 

E. V. Prixazchikova. 

Planovoe Khoziaistvo (Planned Economy ), Gosplan , Moscow. 

No. 3, 1946. The Oil Industry in the Five Year Plan : N. Baibakov. 
The Building Program of the New Five Year Plan : A. Korobov. On 
Strengthening the Economy Regime in Building : V. Grossman. The 
System of Short-term Credit in Soviet Economy : M. Usoskin. The 
Automatization of Productive Processes in Industry : V. Kovalbnkov 
and A. Khramov. The Supply Situation in Capitalist Countries after 
the War : R. Levina. 


NEW BOOKS. 

British. 

Akjaxia (J. J.), Lakdawala (D. T.) and Pandit (S. A.). War 
. and the Middle Claes. An inquiry into the effects of wax-time inflation 
on middle-class families in Bombay City. Bombay : Padma Pub- 
lications, Ltd., 1946. 8}'. Pp. 33. Re. 1.4. 
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[An analysis of the effects on middle-class families of war-time inflation in 
Bombay based on an attempt to get returns from 1000 families, in the income 
range Be. 50 to Ra. 300 a month. Only 530 forms were filled up, of which 473 
were usable. The average increase of income per family was 45% and per 
head 32% between 1939 and 1944. Expenditure on food had increased by 
99% ana absorbed 51% as against 37% of income. There is a detailed analysis 
of the consumption of particular foodstuffs and non-food commodities.] 

Beales (H. L.). The Making of Social Policy. London : Oxford 
University Press, 1946. 9*. Pp. 26. 2$. 

[Mr. Beales, in his Hobhouse Memorial Trust Lecture, tries to sum up the 
new social order in which we live and the ways in which it came into existence. 
The main features are the beginnings of a system of social wage payments, 
widening areas of life subjected to the rule of professional standards, the develop- 
ment ox a state of social classlessness, the growth of the equality in function 
and responsibility of women, the beginnings of a policy of full employment, 
the extension of similar social policies to our dependencies. “ Social policy is 
still a young, a twentieth-century contributor to the totality of our well-being. 
In its essence it is a policy of freedom through organisation.' 1 ] 

Bhatawdekab (M. V.). Our Sterling Balances. Bombay : 
Popular Book Depot, 1946. 8£\ Pp. 34. 

[ A new edition of a pamphlet that was noted in the Economic Joubnajl of 
December, 1945. The author has added a new preface, in which he argues 
that Britain should have no insuperable difficulty m liquidating India's sterling 
balances, say over a period of ten years. His discussion of the British problems 
scarcely goes deeply enough ; the problem must be regarded as a whole, and in 
its full relation to British losses of foreign assets, and not as the problem of 
one holder.] 

Blackett (P. M. S.)- The Atom and the Charter. London : Fabian 
Publications and Victor Gollancz, 1946. 8J*. Pp. 12s. 6 d. 

[Prof. Blackett's pamphlet is concerned hardly at all with the atom bomb 
and almost wholly with the power of veto on the Security Council of U.N.O. 
He advances the thesis that if U.N.O. is to be a reality it must only vote for 
sanctions in conditions in which it is able to enforce them : “ the Opposition 
votes, against which a decision to impose sanctions can be taken, must never 
exceed the number of nations against which sanctions can actually be enforced." 
He takes as an example that sanctions (by which he moans armed or economic 
pressure which results either in immediate capitulation or very quick defeat) 
require a 5 to 1 superiority. On this basis, and with a realistic appraisal of 
the war potentials, sanctions can probably not be made effective against U.S.A. 
or U.S.S.R. and possibly, but far less certainly, not against the other Great 
Powers. He would therefore justify the possession of a veto by at least the first 
two, since otherwise nations might well vote irresponsibly for sanctions in a 
confidence that they would not in fact be carried into effect. The atomic bomb 
makes some immediate difference to the strength of the U.S. But Prof. Blackett 
treats it as different in dimension and not in kind from other bombs, and leaves 
the impression that it does not greatly change relative war potentials after five 
or ten years.] 

Bose (A.). Social and Rural Economy of Northern India, Cir. 
600 B.C.-A.D. 200, Vol. II. University of Calcutta, 1946. 9\*. 
pj>. xiii + 507 + xxiv. Rs. 4.8. 

[This second volume of a large study was completed under great difficulties 
since the author was detained as a security prisoner. He has brought together 
a great deal of evidence from Greek and other travellers, from archaeological 
discoveries, from Sanskrit literature and from all the other known sources. 
Out of all this he has aimed to build up a complete and integrated picture of 
industrial organisation, the main products and their quality, trade and trade 
routes, the markets and prices, ourrenoy and banking, the towns, their archi- 
tecture, lay-out and government, occupations and employment, the crafts, 
social stratification, slavery. The book thus provides a useful source of informa- 
tion over a very wide field. But the reader who is not himself expert in the 
sources would have liked a rather fuller and franker d i scussi o n by the author 
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of the value and reliability of much of the evidence. Clearly there is here a 
whole range of data from almost pure mythology to certain fact ; an assessment 
of it is a very desirable addition to what Dr. Bose has provided.] 

Brett (R. Dallas). Usury in Britain. London : St. Botoiph 
Publishing Co., 1946. 9'. Pp. 144. 4a. 6 d. 

[The author seeks to show the stranglehold which big fina nce has obtained 
on the whole of the British economy. He records the issued capital of the 
banks, insurance and investment companies, building societies and the like, and 
shows the interlocking of directorates He would wish to create a British 
Bank, with Cabinet Ministers as its leading ofhoers, to tidy up and simplify the 
whole system ] 

Casselman (P. H.). The Relation between Farm Management 
Factors, Milk Cost and Operator Labour Earnings. A correlation 
study analysing the 1937 operations of a sample number of Ontario 
dairy farms. Ontario : New Era Publications, 1940. 11*. Pp. 85. 
$ 1 . 00 . 

[This is a detailed correlation study analysing the 1937 operations of a number 
of Ontario dairy-farms. Its purpose was to see how far statistical methods of 
this kind could be applied to farm management. The author begins with simple 
frequency distribution tables, and proceeds first to simple correlation coefficients 
(for example, the correlation of labour earnings and milk cost) and then to 
eliminate the interaction of the independent variables and to partial correlation 
coefficients. At the end he seeks to draw conclusions regarding the applications 
of these techniques to problems of farm management ] 

Chaudhury (S.). Planning for Plenty. Calcutta and London : 
Longmans, Green & Co., 1945. 7*. Pp. 76. 2 s. 6 d. 

[This short essay is a critical examuiation of planning in general, and of the 
Bombay Plan in particular. The author emphasises that the problem of plan- 
ning is not that of thinking of attractive programmes but that of the basic 
principles which must guide any planning, and the organisation and controls 
that are involved “ The positive conclusion which clearly emerges from [the 
author’s] analysis of both the working of the present economy ana the practioe 
commended by current proposals is that we can plan for material improvement 
only on the basis of Socialism ”] 

Co-partnership To-day. A survey of profit-sharing and co- 
partnership schemes m industry. London : Conservative Political 
Centre, 1946. 8£*. Pp. 48. Is. 

[A short survey of co partnership and profit sharing schemes prepared for 
the Conservative Party Advisory Committee on Policy and Political Education. 
It is a competent and well written factual study ] 

Digby (Mabgaret). To-morrow’s Food : a study of the world 
food situation. London : Fabian Publications and Victor Qollancz. 
1946. 8'. Pp. 28. Is. 

IMisb Digby’s pamphlet summarises the t urrent state of agricultural orgamsa- 
tion and technique and attempts to appraise, in terms of a balance-sheet of gams 
and losseB, the effects of the war. The chief losses are the reductions of pro- 
ductive capacity m many countries, more particularly m Central and Eastern 
Europe, and the decline in cattle population m Western Europe. The gams are 
m ^technical ^knowledge and m organisation both of food production and dis- 

not only of food production but also of its exchange for mdustnal products 1 hole! 
out a promise for the future ] 

Dobb (M.). Studies in the Development of Capitalism. London : 
George Routledge, 1940. 8$\ Pp. ix + 396. 18s. 

[To be reviewed ] 

Domination or Co-operation * London : Fabian Publications and 
Victor Gollancz, 1946. 7\ Pp. 17. 6 d. 

[This is the first of a new senes of pamphlets issued by the Fabian Colonial 
Bureau under the title of The Controversy Series, This number co nsists of 
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extracts from speeches given at the conference on the relations between the 
British and Colonial peoples organised by the Bureau and held at Clacton in 
April of this year. Among the speakers were Prof. T. S. Simey, Dr. Arthur 
Lewis, Dr. Rita Hinden and Mr. Frank Horrabin.) 

Fisher (A. G. B.). Education and Economie Change. South 
Australia : W. E. A. Press, 1946. 8\ Pp. 36. Is. 

[Prof. Fisher sets out to answer the question, “ What part, if any, should 
be allotted to education in any programme designed to ensure that productive 
resources are so used as to bring the highest possible standard of living within 
the reach of the members of an economy l *’ Prof. Fisher argues that a wide 
extension of educational services of many kinds is both wise and in the long 
run profitable ] 

Fisher (A. G. B.). International Implications of Full Employ- 
ment in Great Britain. London and New York : Royal Institute of 
International Affairs, 1946. 8*. Pp. 202. 15a. 

[To be reviewed.] 

Ford® (Daryll) and Soott (Richenda) and Edited by Perham 
(Margery). The Native Economies of Nigeria. London : Faber & 
Faber, 1946. 8£'. Pp. xxi + 312. 25a. 

[To be reviewed.] 

Fowke (V. C.). Canadian Agricultural Policy : The Historical 
Pattern. Toronto : University of Toronto Press (Oxford University 
Press), 1946. 9". Pp. xii + 304. 16a. 

[Reviewed in this issue.] 

Frankel (H.). Poland, the Struggle for Power, 1772-1939. 
London : Lindsay Drummond Ltd., 1946. 8J*. Pp. 191. 12a. 6d. 

[From this study of the social and economic factors in the history of Poland 
during the last century and a half, the author draws the conclusion that her 
backwardness in most spheres and her helplessness in the face of foreign aggression 
were due in large measure to the oppression of her peoples. The author has 
read widely in Polish, English, German and French literature on the subject, 
and a list of sources is given at the end of each chapter.] 

Gandhi (M. P.) (Ed.). The Indian Cotton Textile Industry 
(1945-46 Annual). Bombay : Gandhi & Co., 1946. 9J*. Pp. xl -f 
88 4* xx + 56 + xxvii. Rs. 5. 

[This annual publication contains the usual and most informative statistical 
analysis and discussion of the present position and outlook for the Indian cotton 
industry. The latter includes an examination of export policy, output targets, 
re-equipment and the like, as well as comparative information for other textile- 

f iroduemg countries. Appendices cover raw cotton supplies, the Indian hand- 
oom industry, and a list of Indian cotton -mills, with their managing agonts, 
numbers of looms, spindles and the like.] 

Glaisyeb (Janet), Brennan (T.), Ritchie (W.) and Sargant 
(Florence P.). County Town. A oivic survey for the planning of 
Worcester. London : John Murray, 1946. 9$*. Pp. 320. 21s. 

[To be reviewed.] 

Grant (M.). From Imperium to Auctoritas. A historical study 
of Aes Coinage in the Roman Empire, 49 b.o.-a.d. 14. Cambridge 
University Press, 1946. 11*. Pp. xvii + 510 + plates. 63s. 

[To be reviewed.] 

Henderson (Sir Hubert D). The International Economic 
Problem. London : Oxford University Press, 1946. V . Pp. 20. 1*. 

[Sir Hubert Henderson devoted his Stamp Memorial Lecture in the University 
of London to a discussion of the remarkable contrasts between the great growth 
of international trade under the stimulus of free enterprise in the Victorian 
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age and its stagnation, coupled with increasing control, in the 103Q’*. If the 
difficulties which arose between the wars were the consequence of the need to 
make the adjustments required by changes in the balances of payment brought 
about by the war of 1914-18, he finds the outlook for the future, with few greater 
adjustments necessary in the case of the U.K. and other nations, even more 
gloomy : “it seems optimistic in the extreme to suppose that [the disequilibrium] 
can be corrected by the free play of competitive prices under the conditions 
which are now being laid down. Indeed, the question arises whether the 
insistence, which is so prominent in current plans, on the principle of non-dis- 
crimination is not fundamentally irreconcilable with the solution of this vital 
problem. 0 ] 

Hermann (Grete). Politics and Ethics. London : International 
Publishing Company, 1946. 8J # . Pp. 84. 2s. 

[Dr. Grete Hermann argues that in the recent development of our civilisation 
“ industry and inventiveness have almost exclusively been used as a means to 
study and control the forces of nature and society. Scientific progress in the 
last century was primarily a great advance in natural science ana technique. 
The one-sided nature of this development had grave consequences. In the 
natural sciences attention is concentrated on the investigation of the causes of 
events and the natural forces under which they occur, and scientists have there- 
fore tended to overlook the ethical question of the value of human actions and 
aspirations. . . . Those ethical questions must therefore recoive the same careful 
attention as modem scientists apply in their own province. 0 ] 

Hinden (Rita). Socialists and the Empire. London : Fabian 
Publications and Victor Gollancz, 1946. 8\ Pp. 27. Is. 

[In this review of the five years’ work done by the Fabian Colonial Bureau 
since its inception in 1940, Dr. Rita Hinden discusses some of the problems of 
our relationship with the colonial peoples and some of the different solutions 
to the problem of “ imperialism ° put forward by members of the Labour Party.] 

Indian Engineering Industries. Calcutta : Engineering Associa- 
tion of India, 1946. 8£*. Pp. x -f 388. Rs. 10. 

[This volume, after a short introduction, provides a list of firms with their 
main activities, outputs and capitalisation in the different branches of the motal 
and engineering industries of India. ] 

Kendall (M. G.). The Advanced Theory of Statistics. Vol. II. 
London: Charles Griffin & Co., 1946. 10$'. Pp. 621. 60s. 

[To be reviewed.] 

Konikoff (A.). Transjordan, an economic survey. Jerusalem : 
Economic Research Institute of the Jewish Agency for Palestine, 
1946. 9£\ Pp. 120. 

[A survey of the land, population, resources, water supplies, communications, 
monetary and fiscal systems and of the trade and industry of Transjordan, to 
which are attached a statistical abstract and a detailed bibliography.] 

Law on the Five-Year Plan for the Rehabilitation and Develop- 
ment of the National Economy of the U.S.S.R., 1946-50. London : 
“ Soviet News,” 1946. V . Pp. 104. Is. 

[This givos in fairly considerable detail the objectives of the current Five-Year 
Plan. In brief, it aims to recover the pre-war levels of output by 1948 and to 
reach by 1950 a level of industrial output 48% above pre-war. That will include 
(to quote a few examples) a steel output of 25*4 m. tons, a coal output of 250 m. 
tons, new power-stations with a capacity of 2*3 m. k.w. The main emphasis will 
again be on development of the heavy industries, and capacity generally ; but 
substantial increases are planned in the output of consumption goods, though 
even at the end of the period the output rates will not be high by the standards 
of the older industrial countries. It is intended to take vigorous measures to 
improve industrial efficiency, particularly in the heavy industries and building, 
by improving mechanical equipment and cutting out wasteful use of labour. In 
passing, some interesting figures are given of Russian war production rates in the 
main categories.] 
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Layton (Sib Walter). Newsprint: A Problem for Democracy. 
London : P. O’Donoghue, 1946. 9$'. Pp. 19. 6d. 

[Sir Walter Layton's pamphlet, published in September 1946, shows how 
severely the paper supplies to newspapers had been out and the dangers in a 
democracy of starving people of news. In May 1946, nearly a year after the 
end of war in Europe, the London penny morning papers were getting 20% 
of their pre-war consumption, and the evening papers 26%. Sir Walter Layton 
argues convincingly for a substantial increase now that the American loan has 
somewhat mitigated immediate financial difficulties, so as to restore a six-page 
basis and the freeing of sales sufficiently (he estimates 10% ) to allow circulations 
to adjust to changes of demand.] 

Lindsay (Sir Harry). Imperial Institute Annual Report, 1945. 
London : Imperial Institute, 1945. 10*. Pp. 74. 

[This report provides a brief indication of the multifarious activities of the 
Institute in discovering new economic crops for many territories and in developing 
substitutes for materials and foodstuffs in short supply. There is included a 
rather more detailed discussion of methods of improving the qualities of natural 
rubber.] 

Mackay (R. A.). Newfoundland, Economic, Diplomatic, and 
Strategic Studies. Toronto and London : Oxford University Press, 
1946. 9*. Pp. xiv + 677. 30s. 

[To be reviewed.] 

MoNiool (H. B.). History, Heritage, and Environment. The 
place of social studies in secondary schools. London : Faber ft 
Faber, 1946. 7*'. Pp. 192. 7«. 6d. 

[This book, by the head of the History Department of Maxborough Grammar 
School, sprang out of a dissatisfaction with the results of the ordinary methods 
of teaching history at schools and a conviction that it would be better to sub- 
stitute a new curriculum drawn more widely from the social sciences and English, 
so designed as to give an essential minimum of education in citizenship and 
philosophy. As a second best, without wholesale reconstruction of the existing 
curriculum, much can be done to achieve these ends. The author discusses in 
frank and entertaining fashion the methods, techniques and materials of teach- 
ing. His book deserves attention from any who are teaching economics at the 
schoolboy stage.] 

Mortished (R. J. P.). The World Parliament of Labour. A 
Study of the I.L.O. London : Fabian Publications and Victor 
Gollancz, 1946. 8*. Pp. 41. 2a. 

[This is a useful short account of the history and activities of the I.L.O., 
together with a discussion of the existing plans for its future and of desirable 
lines of development,] 

Mukbrjeb (R.). Planning the Countryside. Bombay : Hind 
Kitabs, 1946. 8**. Pp. 190. Rs. 7.8. 

[Prof. Muker jee has been appointed Economic Adviser to the State of Gwalior 
and his book represents an economic development plan for the State. Since 
the population of the State is primarily agricultural, the plan, as the name of 
Prof. Mukerjee’s book indicates, is primanly a plan for rural and agricultural 
development. In the top priority he puts canal and well irrigation schemes, 
erosion control, dissemination of improved seeds, introduction of dry fanning 
methods, and similar measures to protect rather than to develop. Next he puts 
measures to give agricultural security, such as improvements of tenure and 
protection from usury. But besides these more direct measures, he advocates 
improvements of medical and social services, an attack on illiteracy (only 8% 
are now literate) and emancipation from outgrown social customs. Finally 
substantial improvements are necessary in transport and communications. 
While Prof. Mukerjee suggests a large number of improvements in rural handi- 
crafts, his more general recommendations in the field of industrialisation remain 
to be worked out and are not included here. One mast interesting and practical 
recommendation is that a start shall be made in two pilot projects, one in Gwalior 
and one in Malwa, eaoh covering 10 or 15 villages* so that the feasibility of the 
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whole integrated plan may be tested first on a small scale, bat in its full com- 
pleteness. Prof. Mukerjee indicates that a start on these pilot projects has been 
approved.] 

Mubanjan (S. K.), Economics of Post-War India. 2nd edition. 
Bombay : Hind Kitabs, 1946. 9*. Pp. xv + 208. Rs. 5.12. 

[This volume reprints a selection of articles contributed to journals and 
newspapers on current economic affairs. They fall into various groups : the 
economics of transition; econorhio planning and the Bombay Plan, its finance 
and main features ; stabilisation of agricultural prices ; the investment market, 
money, credit interest rates and banking in war and peace ; problems of Indian 
currency and exchange ; Bretton Woods ; food ; control and de-control. Prof. 
Muranjan includes an interesting discussion of the possible difficulties involved in 
the repatriation of India’s sterling balances. He argues that the total of some 
£3,500 millions of sterling balances would require only ten years of a payment of 
£350 millions, which would represent about half the U.K.’s current savings and 
should not (in his view) be beyond her capacity to pay. He does not make it 
wholly clear whether he would agree that the problems of transfer of that order 
of magnitude would be almost insoluble unless creditors were under some obliga- 
tion to buy both normal and abnormal purchases from the U.K. (with greatly 
diminished foreign income Britain has tne problem of finding more exports to 
cover minimum imports apart from repayments). Nor does he refer to the prob- 
lems of making good war damage and uncovered depreciation in Britain ; a large 
part of Britain’s net investment over the next few years, while net in relation to 
the current year, will not represent a net investment in relation to pre-war capital 
equipment. But he has one further suggestion that may warrant further con- 
sideration — that there should be further balancing of the remaining British 
foreign assets against Britain’s liabilities. It will be fully as important for Indian 
economists to understand the problems of Britain as for British economists to 
understand those of India, if mutually satisfactory solutions arc to be found. 
To the latter understanding. Prof. Muranjan’s book will bo a valuable help.] 

% 

Natesan (L. A.). State Management and Control of Railways in 
India. A study of railway finance rates and policy during 1920-37. 
University of Calcutta, 1946. 9*. Pp. xxiii -f 496. Rs. 12.00. 

[To be reviewed.] 

Nixon (Edna). John Hilton. London : Allen & Unwin, 1946. 
8*'. Pp. 341. 15«. 

[Reviewed in this issue.] 

Nutbteld College. Training for Social Work. London : Oxford 
University Press, 1946. 7* . Pp. 62. 2s. 6d. 

[This contains two papers. In the first Prof. T. H. Marshall discusses the 
basic training for all types of social work ; he would suggest a general basis to 
mclude a study of social administration, economic structure and sociology, 
supplemented by an introduction to the main principles of psychology and physi- 
ology — the latter subordinated to the former; some acquaintance with social 
ana political philosophy and ethics is also desirable, if only to solve the internal 
mental conflicts of the social workers themselves. On the question how these 
should be taught — whether by lectures, class discussions, individual tuition, 
whether in general terms or by studying particular contemporary problem? in 
the light of the principles — Prof. Marshall declines to dogmatise. Dr. Charlotte 
Leubuscher discusses at greater length the development and present position "of 
social studies in British universities, the work of the Social Science Departments, 
its relation to careers, and the problems of the future. She emphasises that it 
is of the nature of a university training that it is general and not specialised, 
and that some special training for special tasks must almost certainly also be 
provided when the student gets to actual work.] 

Pim (Sra Alan). Colonial Agricultural Production. The contri- 
bution made by native peasants and by foreign enterprise. Oxford 
University Press (Royal Institute of International Affairs), 1946. 84*. 
Pp. ix + 190. 105. 6d. 

[To be reviewed.] 
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Pontopex (B.). The City of London Livery Companies. London : 
Methuen & Co., 1939. 7$*. Pp. 93. 6a. 

[Mr. Pontifox, who is a Past Master of the Worshipful Company of Armourers 
and Brasiers, has written a quite fascinating account of the craft guilds, their 
origins, organisations, functions and activities. He describes their halls, plate, 
ana religious connexions and explains their functions in the election of Lord 
Mayor, and Sheriffs. In a final section he describes their charitable activities 
and their relations to education and other activities.] 

Qurbshi (A. I.). Islam and the Theory of Interest. Lahore : 
Shaikh Muhammad Ashraf, 1946. 8$*. Pp. xxiv + 219. Rs. 5.0. 

[To be reviewed.] 

Ranga (N. G.). Colonial and Coloured Peoples. A programme 
for their freedom and progress. Bombay : Hind Kitabs, 1946. 7\ 
Pp. 222. 8*. 6dL 

[An indictment of imperialism and a plea for the freedom of all colonial 
and oppressed peoples.] 

Rosenberg (L.). The Jewish Community of Winnipeg. Mon- 
treal : Bureau of Social and Economic Research, Canadian Jewish 
Congress, 1946. 9J*. Pp. 96. 

[This study of the Jewish community in Winnipeg is the first of a series of 
population studies of Jewish communities in Canadian cities. The information 
is clearly and concisely given, and deals with such questions as population dis- 
tribution, age and sex distribution, occupational distribution and language.] 

Russell (R.) (Ed.). Britain’s Commercial Treaty Position. 
London : Empire Economic Union, 1946. 8J*. Pp. 87. la. 

[This reference book, compiled for the Empire Economic Union, is a con- 
venient record of the various commercial treaties and obligations of this country. 
It includes a valuable appendix which gives for each main commodity group 
the rate of duty and the countries concerned in any agreement covering it, and 
another appendix setting out all the margins of preference and the countries 
concerned.] 

Samuel (L.). Jewish Agriculture in Palestine. A progressive 
factor in Middle East economy. Jerusalem : Economic Research 
Institute of the Jewish Agency for Palestine, 1946. 9$\ Pp. viii + 
143. 

[The first section of this is a detailed statistical investigation of the dimension 
of tne internal markets in Palestine for different foodstuffs. It contains a great 
deal of material which would be relevant to such kindred problems as national 
inoome calculations. A second section outlines proposals for a future agricultural 
policy.] 

Schumacher (E. P.) and Fliess (W.). Betrachtungen zur 
Deutschen Finanzreform. London : Zuschriften an : W. Sander, 
1945. 8*\ Pp. 23. Is. 

[A small popular pamphlet which tries to deal with the almost insuperable 
problems of German financial policy over the next few years. It is particularly 
interesting in that it deals with the problem, particularly acute in Germany, of 
a country whose problem is not merely to control expenditure out of current 
incomes, but even to a greator degree to control expenditure out of monetary stocks 
accumulated from past savings.] 

Shenoy (B. R.). The Bombay Plan. A review of its financial 
provisions. Bombay : Kamat&k Publishing House, 1945. 84*. 
Pp. 44. Rs. 1.4. 

[Prof. Shenoy is in general agreement with the Bombay Plan, but is in dis- 
agreement with its financial aspects. “ Their failure to recognise dearly that 
the balance of trade forms but part of the community's savings and that the 
incidence of created money, like that of voluntary saving, is upon the consump- 
tion of the citizen has led to the error of double, or, perhaps, even treble, count- 
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mg. This has considerably inflated their estimate of the figure of the capital 
much above the level which we may expect the Indian economy to proanoe 
without engendering its own collapse.” He puts forward certain financial 
proposals, and considers that M the actual capacity of the Indian economy to 
generate capital would seem to be somewhat below half ” the Rs. 10,000 crores 
which is the estimate of the authors of the plan.] 

Shenoy (B. R.). The Post-War Depression and the Way Out. 
Allahabad : Kitabistan, 1944. 7\ Pp. 159. Rs. 3.0. 

[This essay seeks to analyse the likely causes and possible means of escape 
from an immediate post-war boom followed by a collapse. The analysis is not 
everywhere easy to follow, but would imply a keen competition for producer’s 
goods, leading to competition for productive resources, continued shortages of 
consumer’s goods, increasing interest rates and difficulties of completing capital 
projects, the abandonment of half completed projects and the completion of 
others at enhanced prices through sale at cut prices of the security holdings of 
the investors concerned, collapse of stock exchange prices and depression. This 
analysis appears to assume inability to regulate the rate of investment in accord- 
ance with savings and greater difficulty than usually exists in adjusting the 
rate of investment; in fact the stream of building (which forms a large part of 
investment) is made up of many relatively small and short projects and its size 
and composition is capable of substantial alteration over bo short a period as 
three months. The author would have sought (had it been possible) to prevent 
the post-war boom and depression by averting the methods of war finance. 
He finds the main sourco of danger in the accumulation of securities through 
war-time borrowing. If that were impossible he would urge a heavy capital 
levy immediately after the end of the war for the same purpose.] 

Soule (G.). America’s Stake in Britain’s Future. London : 
Oxford University Press, 1948. 7\\ Pp. xiii + 232. 10*. 6 d. 

[To be reviewed.] 

Suriyakumaran (C.). Ceylon, Beveridge and Bretton Woods* 
Colombo : Ceylon Daily News, 1946. 8|\ Pp. 09. 

[This booklet contains five largely independent papers. The first three deal 
respectively with different aspects of International Economic Relatione : The 
Currency Question ; The Structural Problem ; The Structures in Transition. The 
fourth paper is entitled Certain Considerations on the Formulation of an Economic 
and Industrial Policy for Ceylon ; while it is in no sense a plan, it makes various 
administrative proposals and sets out the possible financial orders of magnitude 
involved. The fifth paper deals with The Beveridge Plan — Its Approach and 
its Implications .] 

Tekumalla (V.). Cottage Industries — What They Are. Madras : 
Provincial Co-operative Society, 1946. 1”. Pp. 14. Aa. 6. 

[The author, who is senior assistant of the Madras Handloom Weavers’ 
Co-operative, describes the cottage industries of Coastal Andhra. In the main 
the booklet is devoted to problems of definition and to attempts so to define 
cottage industries as to distinguish them from village industries, handicrafts, 
and small-scale industries generally.] 

Tekumalla (V.). The Cotton Lace Industry of South India. 
Madras : Provincial Co-operative Society, 1946. 7'. Pp. v + 42. 
Rs. 1.4. 

[Lace working, introduced into Southern India by women missionaries, had 
grown, so that by 1926 there were 6,600 workers m the three main centres. 
Among the products were wedding- veils, which were exported all over the world. 
There was a heavy fall of demand about 1925 ; fashion shifted, and the somewhat 
second-rate imported designs failed to find a market, prices and wages fell, 
and the industry became depressed. Its future will turn largely on whether a 
home market can be found, and Indian taste can develop better designs, j 

Todd (J. A.). The Mechanism of Exchange. A handbook of 
economics (currency, banking and trade). 5th edition. London : 
Oxford University Press, 1946. 7|'. Pp. xxi + 276. 7a. 6 d. 

[This is a new edition of a familiar text-book first published in 1917 and 
revised at intervals during the twenty-odd years down to the beginning of the 



1948] 


RECENT PERIODICALS AND NEW BOOKS 


687 


war. The present edition is substantially a reprint of the 1939 edition with a 
new preface covering the events of the war-time years and indicating in brief 
their effects on the pre-war system.] 

Unwin (Sir Stanley). The Truth about Publishing. London : 
Allen & Unwin, 1946. 8*. Pp. 352. 8 a. 6d. 

[To be reviewed,] 

Vakil (C. N.), Anjaria (J. J.) and Lakdawalla (D. T.). Price 
Control and Pood Supply, with special reference to Bombay City. 
Bombay : N. M. Tripathi & Co., 1943. 84*. Pp. iii + 120. Rs. 3. 

[This study, based on an inquiry into the working of price control and food 
supply in Bombay made at the end of 1942, raises all the essential problems of 
how, if one wishes to prevent price increases, one can ensure supplies, he just to 
producers, arrange fair distribution and the like. It is a very interesting record 
of how the logic of events drove the administration step by step to increase its 
control,] 

Venkatasubbiah (H.). The Foreign Trade of India, 1900-1940. 
Bombay : Oxford University Press (New Delhi : Indian Council of 
World Affairs), 1946. 84". Pp. 83. Rs. 3.8. 

[To be reviowed. ] 

Voznesensky (N. A.). Report on the Five-Year Plan, 1946-50. 
London : “ Soviet News,” 1946. 7". Pp. 39. 6d. 

[This Report to the Supreme Soviet of tho U.S.S.R. covers in slightly abbrevi- 
ated form almost exactly the same ground as does the Law on tho Five-Year Plan, 
noted above.] 

Wadia (P. A.) and Merchant (K. T.). The Bombay Plan, a 
criticism. Bombay : Popular Book Depot, 1946. 8|*. Pp. 60. 
Rs. 1.8. 

[The present controversy over the Bombay Plan is most interesting, for it 
presages the gradual emergence in India of other divisions of thought more akin 
to the political divisions of other countries than tho predominating cleavage on 
religious lines. Profs. Wadia and Merchant, after briefly reviewing the main 
features of tho plan (of which they print a useful summary) subject It to severe 
criticism on the ground that the plan is essentially a capitalist plan, aimed 
to establish a flourishing laisser faire capitalist system in India, rather than a 
Socialist plan, aimed to benefit the whole community. They doubt whether 
the benefits would really accrue where they are most needed : to the agricultural 
and poorer classes generally . They argue that in present conditions in India heroic 
measures and rapid change is essential. They fear above all a lethargic pursuit 
of a philosophy of gradualism.] 

Wadsworth (J.), Counter Defensive, being the story of a bank 
In battle. London : Hodder & Stoughton, 1946. 94". Pp. 99. 
12«. 6d. ‘ - 

[To be reviewed.] 

Wallace (W.). Enterprise First. The Relationship of the State 
to Industry, with particular reference to private enterprise. London : 
Longmans, Green, 1946. 8J # , Pp. 112. 8s. 6d. 

[To be reviewed.] 

Wedgwood (Sir Ralph L.) and Wheeler (J. E.). International 
Rail Transport. London : Oxford University Press, 1946. 8£*. 
Pp, xi + 162. 10s. 6 d. 

[Reviewed in this issue.] 

Weiss (E. D.). Air Transport, No. 2 of the New Era Books. 
London : Art and Educational Publishers Ltd., 1946. 7". Pp. 59. 
2s. 6d. 

[Dr. Weiss has produced a simple, straightforward and thorough survey of 
some of the basic problems of air transport. He brings to this subject the econo* 
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mist’s approach* and within the limited scope of a small but essentially readable 
book, illustrates very clearly some of the real forces at work, and points out the 
dangers of ignoring them. He shows that time-saving is not enough, either for 
passengers or freight, and that the demand for air transport is of a complex 
nature which must be considered when planning airways. There is an interesting 
analysis of the high costs of air transport, which appears to show no signs of 
decreasing costs accompanying its phenomenal expansion. Capital costs per 
seat or pound of freight are considerably higher than in other forms of transport, 
the rate of obsolescence is high, and consequently intensive utilisation is necessary. 
Traffic is the key to the problem. In addition, as the author points out, air 
transport seems to conflict violently with nationalistic sentiment, and the in- 
dustry has to oontend, like so many others only to a greater decree, with artificial 
barriers and hindrances to economic operation. There is an interesting chapter 
on the size of the firm and the closely related problem of the rdle of the State in 
Civil Aviation. Figures from the abundant material in the United States show 
that the largest firms do not have the lowest costs. Great Britain has nevertheless 
chosen the large public corporation ; the need for efficient and enterprising man- 
agement is therefore all the greater, and when economic criteria and the public 
interest ” diverge, this divergence should be explicitly recognised. The funda- 
mental interest of the State in Civil aviation is recognised, but Dr. Weiss gives a 
timely warning that State operation is no guarantee that airlines will be conducted 
in accordance with the underlying economic generalities, and Bhows that the 
evidence so far probably proves the reverse to be the case. “ However much 
public and national resources require the institution of services which hold out no 
promise of covering their cost for a long time to come, no natiozC can afford to 
discard completely any criteria of commercial efficiency.” On the subject of the 
British Government's action in insisting on Pan American Airways raising their 
fare shortly after the end of the war, Dr. Weiss suggests that, while this may have 
seemed eminently justifiable at the time, the principle of exercising political and 
strategic pressure to maintain higher charges in air transport is likely to have 
undesirable repercussions, and a precedent has been established which may later 
prove embarrassing when others “ aver with a certain amount of justificatiqp 
that they cannot allow a competitor who is in a temporary situation of economic 
superiority to dictate the terms and charges on routes which cross or touch their 
territory.” The author concludes with a plea for more extensive research into 
the problems of air transport, and his comment that most of the relevant litera- 
ture is on the other side of the Atlantic is one which merits consideration by those 
responsible for the future development of British Civil Aviation.] 

World Unity Booklets. Nos. 1, 2 and 3. London : Herbert 
Joseph Ltd., 1946. 8J\ Pp. 28. 2s. each. 

[These three World Umty Booklets are the first of a series of studies in world 
reconstruction. The first includes two essays : Prof, do Madariaga on World 
Government : Dream or Necessity, which is a reprint of the final chapter of a 
book entitled I Americans , published by the Oxford University Press in 1930 
and deals with the lessons of the past working of the League ; the second essay, 
by Prof. R. H. Maclver, on Fundamentals of International Order , written in the 
blackest days of the war, tackles the essential problems of peace-making. Dr. 
Friedmann is concerned with the problem of the forms, organisation and methods 
of financing and controlling the varied International Public Corporations which 
are proliferating in the contemporary international economic field — monetary 
funds, banks, postal unions, the proposed Danube Commission and the like. 
The report entitled Framework for a World of Plenty is the work of an inter- 
national research group, which (mainly because many of its members were 
Civil Servants in their various countries) has preferred to remain anonymous. 
They regard economic planning as unavoidable if the maximum of eoonomic 
output is to be obtained, and they fear that some elements of compulsion as 
welt as of persuasion may be necessary; but they regard the precise forms of 
inducement as matters for decision by the various States in accord with the 
psychology and temperament of their peoples. Optimum activity must be the 
aim, but they argue that u full employment ” cannot be achieved by any indi- 
vidual country in isolation ; it must be sought on an international scale. In 
tty) sphere of international commodity controls the first thing is to avoid mono- 
polies and cartels; but steps to stabilise in the general interest are to be wel- 
comed; for this purpose they would advocate a Commodity Union. They 
advocate also an International Trade Commission to limit tariffs and trade 
barriers, and organisation for the control of exchanges and for international 
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leading, differing only in detail from that proposed at Bretton Woods. Alto* 
gather these new booklets represent solid and serious thinking and deserve 
attention.] 

Weight (F. J.). Commerce. Vol. 2. London : English Univer- 
sities Press Ltd., 1946. 8J\ Pp. 271. 7 a. 6 d. 

[To be reviewed.] 

Young (E. P.). Czechoslovakia. “ Citizens of the World ” 
No. 1. London : St. Botolph Publishing Co., Ltd., 1946. 8$*. 
Pp. 118. Paper 3 s. 6d. Cloth 5*. 

[A brief sketoh of the country of Czechoslovakia — her history, communications, 
constitution, people's organisations, social conditions and services, education 
and culture, and her present situation. One is slightly surprised to read on the 
second page of the chapter entitled History , when he reaches the Munich crisis 
that “ it is now quite authoritatively established that the whole ( crisis ’ was a 
hoax, contrived by Messrs. Chamberlain, Daladier, Hitler and Mussolini, for 
the purpose of extricating Hitler from an impasse which would otherwise have 
meant the downfall — probably without any war — of the foul Nazi regime.”] 

Zaytzeff (A. N.). War Prevention and the Principle of Sove- 
reignty. Dublin : Morris & Co., 1946. 7\ Pp. 46. 2a. 6d. 

[A plea for a federated world state as the only way to world peace, and world- 
wide economic planning in place of the sauve qut petit attitude of the sovereign 
states. “ Sooner or later humanity will find itself beforo the alternative : Either 
reduce the frontiers to the importance of mere administrative limits or renounce 
progress.” In the second part of the book Dr. Zaytzeff puts forward his own 

S ian. It is unfortunate that in certain places the book is rendered more than a 
ttle difficult to read by the wrong use of words and by odd constructions of 
sentences. J 


American. 

Abbott (C. C.). Management of the Federal Debt. New York 
and London : McGraw-Hill Book Company, 1946. 8". Pp. ix + 187. 
12 #. 6 d. 

[To bo reviewed.] 

Atkins (W. E.) and Others. The Regulation of the Security 
Markets. Washington, D.C. : Brookings Institution, 1946. 8*. 

Pp. 126. $2.00. 

[This Bmall study for the Brookings Institution begins with an over-all view 
of the U.S. capital market and an account of the development of American 
investment banking, mainly over the past half-century. It then goes on to 
describe tho various federal regulatory acts: tho Securities Act of 1933; the 
Securities Exchange Act of 1934; the regulation of over-the-counter markets; 
the Public Utility Holding Company Act of 1936 ; the Chandler Act; the Trust 
Indenture Act; tho Investment Company Act of 1940 and the Investment 
Advisers Act of the same year. Finally it analyses the main current issues : 
Should regulation go beyond the prevention of fraud ? Is private placement 
desirable ? Can security legislation be simplified ? and a number of other similar 
issues.] 

Basch (A.). A Price for Peace. The new Europe and* world 
markets. New York : Columbia University Press (Oxford University 
Press), 1946. 8'. Pp. xii + 209. 16$. 6 d. 

[To be reviowed.] 

Bolldtgkb (L. L.), Passen (A), and McElfresh (R. E.). Ter- 
minal Airport Financing and Management. Harvard University : 
Division of Research, Graduate School of Business Administration, 
1946. 8'. Pp. xiv + 385. $4 25. 

[To be reviewed.] 
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Borden (N. H.)> Taylor (M. D.) and Hovde (H. T.). National 
Advertising in Newspapers. Cambridge, Mass. : Harvard University 
Press (Oxford University Press), 1946. 8'. Pp. xiv -f 486. 28*. 

[To be reviewed.] 

Burgin (MA Economic Aspects of Argentine Federalism. 
Cambridge, Mass. : Harvard University Press (Oxford University 
Press), 1940. 8*'. Pp. xiv + 304. 22*. 0d. 

[This is a study of the conflicting doctrines and programmes of the unitaries 
and the federalists in the Argentines economic development between 1820 and 
1852.] 

Burns (A. F.) and Mitchell (W. C.). Measuring Business Cycles. 
New York : National Bureau of Economic Research, 1946. 12*. 
Pp. xxvii + 560. $5.00. 

[To be reviewed.] 

Carlson (V.). An Introduction to Modem Economics. Phila- 
delphia : Blakiston Company, 1946. 8£\ Pp. xvii + 337. $3.50. 

[To be reviewed.] 

Chamberlin (E.). The Theory of Monopolistic Competition. 
Cambridge, Mass. : Harvard University Press (Oxford University 
Press), 1946. 8*'. Pp. xiv + 275. 20*. 

[To bo reviewed.] 

Condolde (M. V.). Russian-American Trade. Ohio State Uni- 
versity : Bureau of Business Research, College of Commerce and 
Administration, 1946. 9*. Pp. xiii + 160. $2.50. 

[To be reviewed.] 

Fellner (W. J.). Monetary Policies and Full Employment. 
Berkeley and Los Angeles : University of California Press, 1946. 
9*. Pp. xx + 269. $3.50. 

[To be reviewed. ] 

Filtpetti (G.). Industrial Management in Transition. Chicago : 
Richard D. Irwin, Inc., 1946. 9*. Pp. 311. 

[To be reviewed.] 

Gambs (J. S.). Beyond Supply and Demand. A reappraisal of 
institutional economics. New York : Columbia University Press 
(Oxford University Press), 1946. 8J*. Pp. 105. 10*. 6 d. 

[To be reviewed.] 

Heim ann (E.). History of Economic Doctrines. An introduction 
to economic theory. New York and London : Oxford University 
Press, 1945. 8\\ Pp. ix + 263. 18s. 

[To be reviewed.] 

Kidneb (F. L.). California Business Cycles. Berkeley and Los 
Angeles : University of California Press, 1946. 9'. Pp. xiv -j- 131 . 
$2.60. 

[To be reviewed.] 

Knorr (K. E.). World Rubber and its Regulation. California : 
Stanford University Press (Oxford University Press), 1946. 9*. 
Pp. x + 266. 22*. 

[To be reviewed.] 

Loeb (H.). Full Production without War. Princeton University 
press (Oxford University Press), 1946. 8J'. Pp. xviii + 284. 
23*. 6d. 

[To be reviewed.J 
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Lynch (D.). The Concentration of Economic Power. New 
York : Columbia University Press (Oxford University Press), 1946. 
9', Pp. x + 423. 30s. 

[To bo reviewed.] 

Mason (E. S.). Controlling World Trade. Cartels and Com- 
modity Agreements. New York and London : McGraw-Hill Pub- 
lishing Company, 1946. 9*. Pp. xi + 289. 12s. Qd. 

[To be reviewed.] 

Maverick (L. A.). China, a Model for Europe. San Antonio, 
Texas : Paul Anderson Company (London : Allen & Unwin), 1946. 
9*. Fp. 334. 

[This is a book about a much-ignored field : the oultural communications 
and influences between China and the West. It is divided into two volumes. 
In the first volume, entitled China's Economy and Government Admired by 
Seventeenth - and Eighteenth-century Europeans, the author retraces the routes 
through which the early Chinese political and economical thought influenced 
the thinkers of the eighteenth-century Europe. Although the whole subject 
is not treated in great detail, the two chapters of this volume add much light 
to an important field. The second volume is a translation into English of 
Francois Quesnay’s book Le Despotisms de la Chine in 1767. It is surprising 
that, this leading physiocrat having written a book about the Chinese political 
system, an English translation should come only two centuries after its 
publication.] 

Millspaugh (A. C.). Americans in Persia. Washington, D.C. : 
Brookings Institution, 1946. 9'. Pp. ix + 293. $3.00. 

[Dr. Millspaugh, who spent five years in Persia from 1922 to 1927 as Adminis- 
trator-General of the Finances, returned to that country in 1943 with a powerful 
American Financial Mission and devoted two years to assisting the Persian 
Government to deal with its economic difficulties in that turbulent period of 
inflation and shortages. Dr. Millspaugh ’s book is more than a history of his 
mission and throws light on many of Persia’s economic problems. Naturally 
enough. Dr. Millspaugh is largely concerned with the political and human 
problems of administration.] 

Mises (L. von) and Tucker (R. S.). Economic Planning. New 
York : Dynamic America, Inc., 1945. S£\ Pp. 29. 

[These two rather brief papers were delivered by the authors before the 
American Academy of Political and Social Science in Philadelphia during March 
1945. Dr. von Mises, in a paper entitled Planning for Freedom , concludes that 
“ those who pretend that they want to preserve freedom, while they are eager 
to fix prices, wage rates, and interest rates at a level different from that of the 
market, delude themselves. There is no other alternative to totalitarian slavery 
than liberty. There is no other planning for freedom and general welfare than 
to let the market system work. There is no other means to attain full employ- 
ment, rising real wages and a high standard of living for the common people 
than private initiative and free enterprise.” Dr. Rufus Tucker speaking on 
The Return to “ Enlightened Despotism ” compares presont ideas of planning to 
those of the eighteenth-century dospots.] 

Nathan (R. R.), Gass (0.) and Creamer (D.). Palestine.: Prob- 
lem and Promise. Washington, D.C. : Public Affairs Press of the 
American Council on Public Affairs, 1946. 9*. Pp. 675. $5.00. 

[To bo reviewed.] 

Odum (H. W.) and Jooher (Katharine) (Ed.). In Search of the 
Regional Balance of America. Chapel Hill : University of North 
Carolina Press, 1946. 10\ Pp. 162. $3.00. 

(This is a record and appraisal of the first quarter of a century’s work of 
the Institute for Reeearoh in Social Sciences of the University of North Carolina.] 
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The Pioneer Period of European Railroads. A tribute to Mr. 
Thomas W. Streeter. Boston, Mass. : Baker Librarv, Harvard 
Graduate School of Business Administration, 1946. 10|\ Pp. 71. 
60 cents. 

[The Baker library at Harvard has published this volume as a tribute to 
Mr. T. W. Streeter who had presented to the library his oolleetion of material 
on railroads outside America. The volume takes the form of an introductory 
essay by Dr. Dunham on The Pioneer Period of Railroads in England , France and 
the Untied States , followed by a list of items relating to European railroad develop* 
ment, published in or before 1 848, in the Baker or other Harvard libraries. The 
volume represents a useful bibliographical tool, quite apart from the direct 
value as a catalogue of a particular group of libraries.] 

Price Control or Decontrol ? Washington, D.C. : Chamber of 
Commerce of the United States of America, 1946. 9". Pp, 23. 

[The U.S. Chamber of Commerce in this broadsheet advocates a gradual 
removal of all price controls, to be complete (apart from rent) by end-October 
1946. It is suggested that if such controls are removed, and prices allowed to 
reach their natural levels, shortages would immediately disappear and competi- 
tion, in time, would tend to force prices to correspond closely to costs. It is 
said that price controls have been retarding production — though why precisely 
all the shortages of particular components are to be attributed to price control 
is not clear. Many of the difficulties are, in the view of the Chamber, to be 
attributed to the official wago policy and to the excessive holdings by the public 
of cash and liquid resources. All these anomalies might disappear if some 
inflation were permitted. There has been both wage inflation and currency 
inflation. The attempt to prevent the consequential price adjustment is a mis* 
diagnosis. “ The solution can come only through a co-ordinated policy which 
deeds not simply with the symptoms of inflation, as does price control, but with 
the real causes of the inflationary pressures which abound in many sectors of 
the economy .'*] 

Rabin (G.). Economic Reconstruction in Yugoslavia. A prac- 
tical plan for the Balkans. New York : King’s Crown Press (for the 
Carnegie Endowment for International Peace) (Oxford University 
Press), 1946. 9". Pp. xii +- 161. 165. 6d. 

[To be reviewed.] 

Readings in the Theory of Income Distribution. Selected by a 
Committee of the American Economic Association. Philadelphia : 
Blakiston Company, 1946. 8£\ Pp. xvi + 718. $4.25. 

[To be reviewed.] 

Silbekner (E.). The Problem of War in Nineteenth Century 
Economic Thought. New Jersey : Princeton University Press 
(Oxford University Press), 1946. 8J*. Pp. xiv + 332. 205. 

[To be reviewed.] 

Southard (P. A.). Some European Currency and Exchange 
Experiences : 1943-1946. Princeton : International Finance Section, 
Department of Economics and Social Institutions, Princeton Univer- 
sity, 1946. 9\ Pp. 23. 

[The author, who from 1943 to 1945 was financial adviser at Allied Force 
Headquarters in the Mediterranean theatre, has put on record some of the 
experiences in that theatre of attempts to stabilise currencies, to substitute new 
currency issues for others destroyed by hyper-inflation, to fix exchange rates 
and to control and stabilise exchange rates.] 

Stiglhr (G. J.). The Theory of Competitive Prioe. New York 
and London : Macmillan, 1946. 8£*. Pp. 197. 155. 

[To be reviewed.] 

. Stigler (G. J.). The Theory of Prioe. New York : Macmillan 
Company, 1946. 9*. Pp. 340. $3.75. 

[To be reviewed.] 
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South American. 

Ferrkro (E. A.). La Politica Fiscal y la Economia Nacional. 
Lima : Talleres Qrificos de la Editorial Lumen, S.A., 1946. 9^'. 
Pp. viii -f 77. 

[A study of the fiscal policy and national economy of Peru, by the Dean of the 
Faculty of Economics of the Catholic University of Peru.j 

Villegas (L. T.) and Torres (A. E.). Estudio de los yacimientos 
ferriferos de M6xioo. Vol. II. Yacimientos del grupo del norte. 
Mexico : Investigaciones Industriales del Banco de M6xioo, 1946. 
11'. Pp. 147. 

[This large study of the iron-ore deposits in the Northern Province of Mexico 
provides both a detailed and statistical account of the available resources and a 
wealth of maps and photographs of the important areas.] 


Belgian. 

L ’Evolution Economique de la Belgique, 1939-1945. Brussels : 
Kredietbank S.A., 1946. 8£'. Pp. 44. 

[A brief and mainly statistical summary of economic events and changes in 
Belgium from 1939 to 1945. It is a useful secondary source of information 
about banking, ourrency, credit, prices, output of main commodities and the 
like.] 


Danish. 

Andersen (P. N.). Bilateral Exchange Clearing Policy. Copen- 
hagen : Institute of Economics and History (Oxford University Press), 
1946. 10'. Pp. 242. 

[To be reviewed.] 


Dutch. 

Hbnnifhan (P.). Economisoh Motief en economisch Principe. 
Amsterdam : North Holland Publishing Co., 1945. 9£'. Pp. 479. 
F. 15. 

[To be reviewed.] 

Jong (A. M. de). Inleiding tot het Bevolkingsvraagstuk. The 
Hague : Martinus Nijhoff, 1946. 10*. Pp. 224. Gld. 7.80. 

[To be reviewed.] 

French. 

Chombart de Lauwb (J.). Bretagne et Pays de la Garonne. 
Paris : Presses Universitaires de France, 1946. 9$*. Pp. 188. 

[M. Chombart de Lauwe, who combines with a training in economics the 
expertise of an agricultural engineer, has made an interesting study of the 
curiously unparallel development of Brittany and the Garonne. He begins with 
the state of these regions in 1840 when Arthur Young and Luttin de Chateauvieux 
recorded their impressions; then compares with them the statistical evidence 
for 1940, carrying his figures back where possible. Brittany has owed a con- 
siderable progress both to the growth of local demand and to the growth of 
national demand for her special products, largely animals. The Garonne has 
suffered a series of misfortunes, first to wheat-growing, second to maize, third 
to viticulture, largely as the result of phylloxera; sheep farming has shown a 
heavy decline not only in the Garonne, but in the whole of France. New products 
and types of farming have not grown sufficiently to take the place of these older 
products, and the region has gradually acquired ma?y of the familiar attributes 
of a depressed area*] 

No. 224. — VOL. LVI. 
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Damat.as (B. V.). La Crise du Capitalisme et le Problfeme de 
L’ficonomie Dirig6e. Paris : Presses Universitaires de France, 
1946. 10*. Pp. 323. Frs. 240. 

[To be reviewed.] 

Lbscoffier (F.). L’lSconomie de Grand Espaoe. Les Grands 
Blocs Economiques. Paris : Librairie G6n6rale de Droit et de Juris- 
prudence. 1940. 7J*. Pp. 210. 

[A sympathetic account of the doctrines of Haushofer and his school on the 
subject of the “ Eoonomy of the Great Spaces.** As the author explains in a 
footnote, the book was written before the liberation of France. It is also obvious 
that an attempt at adaptation to the new circumstances has been only imperfectly 
carried out : thus the realisation of the German “ Grossraum ** is still referred to 
in the future indicative.] 

Nogaro (B.). Principes de Th6orie ficonomique. Les concepts 
fondamentaux et leur utilisation. Paris : Librairie G6n6rale de Droit 
et de Jurisprudence, 1943. 9\ Pp. 308. 

[To be reviewed.] 


German . 

Hoffmann (W.). Wachstum und Wachstumsformen der english- 
chen Industriewirtschaft von 1700 bis zur Gegenwart. Jena : Gustav 
Fischer, 1940. 91". Pp. x + 284. 

[To bo reviewed.] 

Italian . 

Federici (L.). La Moneta e l’Oro. 2nd edition. Milan : Casa 
Editrice Ambrosiana, 1943. 9£*. Pp. xxiv + 718. 

[A course of lectures on money held in the Commercial University at Milan.] 

Luigi (F.). Teoria dei Cambi, con particolare riguardo al caso 
delle raonete segno. Milan : Casa Editrice Ambrosiana, 1945. 9|*. 
Pp. 186. 

[A theory of foreign excliangcs between inconvertible currencies.] 

Vinoi (F.). Units, Mediterranea. 2nd edition. Milan : A. 
Giuffrfe, 1946. 9*. Pp. 194. 200 lire. 

[The second edition of a book originally published in 1940 under the title 
Capvtob di economia mediterranea. The new edition is considerably improved and 
contains much economic information on the countries bordering on the Mediter- 
ranean sea; besides, the chapters of the earlier edition on the inevitability of a 
Fascist Mediterranean Empire and on the Justification of Economic Autarky have 
been omitted.] 


Spanish. 

Castaneda (J.). El Consumo de Tabaco en Espafia y sus Factores. 
Madrid : Institute) de Estudios Politicos, 1945. 9$\ Pp. 116. 
12 pesetas. 

[This study of the consumption of tobacco in Spain was in its original form 
presented as a thesis for a doctorate in the Faculty of Law at the University of 
Madrid. It considers the demand for the product, the relation between the 
consumption of the common varieties and the choicer types, and the equilibrium 
of the state monopoly of tobacco.] 

Pedersen (J.). Teoria y Politioa del Dinero. Madrid : M. 
Aguilar, 1946. 8J*. Pp. xxxi -f 422. 70 pesetas. 

[This is a Spanish translation of Prof. Pedersen’s Pengeteori og PengepoUtik , 
published in Copenhagen in 1944; see Economic Journal, December 1945, 
p. 487.] 
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SW88. 

Eogenschwiler (W.)- Mehrkonsum. Eine Untersuchung Tiber 
die sozialwirtschaftli ohe Bedeutung des Postulates einer aktiven 
FSrderung des Massenkonsums. Berne : Verlag A. Franeke AG, 
1946. 9'. Pp. 174. S.Fr. 11.50. 

[To be reviewed.] 

Fibz (R.). Die Veranderungen in der Weltwirtschaftsstruktur 
und das Problem der intemationalen Kapitalanlagen. Berne : Verlag 
A. Franeke AG, 1946. 8'. Pp. 124. S.Fr. 8.40. 

[To be reviewed.] 

Fttrlan (L. V.). Das Harmoniegesetz der Statistic. Eine 
Untersuchung fiber die metrische Interdependenz der sozialen 
Erscheinungen. Basle : Verlag fur Recht und Gesellschaft AG, 1946. 
9”. Pp. ix -f-504. 

[To be reviewed.] 

Howald (0.). E inf iih rung in die Agrarpolitik unter besonderer 
Beriicksichtigung der schweizerischen Verhaltnisse. Berne : Verlag 
A. Franeke AG, 1946. 8£*. Pp. 272. S.Fr. 12.80. 

[To be reviowod.] 

Kaufmann (O. K.). Das neue landliche Bodenrecht der Schweiz. 
St. Gallen : Verlag der Fehr’schen Buchhandlung, 1946. 9J*. Pp. 
xx + 443. S.Fr. 25. 

[Switzerland is one of the Continental countries with a liighly developed 
statute law of agricultural land. There have been interesting changes in this 
during the last fifteen years, starting with emergency measures during the 
Great Depression. This book is a detailed commentary on these new legal 
developments. To the general economist, the most interesting part is Chapter IV 
which deals with the war-time regulations designed to prevent speculative transfer 
of farms and farm land. This chapter makes an interesting study of partial 
price control in a fundamental^ liberal system.] 

Kaulla (R.). Beitrage zur Entstehungsgeschichte des Geldes. 
Berne : Verlag A. Franeke AG, 1945. 8J*. Pp. 68. 

[Tho bulk of this booklet consists of an essay on the M invention ” of coins. 
As the inverted commas indicate, the author does not hold with tho “ rational ** 
theories of the origin of money. He also believes that money institutions have 
grown “ from below ** much more than is commonly 'allowed for. This essay is 
precoded by two very brief ones, on tho origin of the special esteem for gold 
(attributed by the author to its colour and sparkle), and on the function of 
motals in the early stages of economic exchange. One of the views put forward 
by the author is that the early exchange ratio of gold to silver was based on 
astronomical relations. Only historians are competent to judge this book.] 

Ludwig (A.). Die Finanzpolitik der Basler Konservativen von 
1833-1914. Weinfelden : Neuenschwander’sche Verlagsbuchlung A.G., 
1946. 9*. Pp. 246. 

[The problems of tho Swiss Federation deserve particular attention in the field 
of financial policy. In this book, the author uses the Basel Canton for his field 
of study. He treats of the origin and development of various taxes, and discusses 
the conclusions that may bo drawn from these facts in regard to financial tech* 
nique and financial policy. The political controversies of the times are discussed 
as well. Besides an exhaustive treatment of direct taxes, the author also devotes 
much space to liquid capital taxation — that of banks, bank instruments and ex* 
change operations. In addition, he discusses company taxes, the real estate tax, 
land poltcy, the cantonal bank, and loan policy. Finally, the author attempts 
to derive general lessons from tho philosophy of taxation developed by the Basel 
authorities.] 
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Rakowski (J.). Die “ VoIIbeschaftigung ” im Kreuzfeuer. 
Berne : Verlag A. Prancke AG, 1946. 8". Pp, 52. S.Fr. 2.80. 

[To be reviewed.] • 

Rohnjbr (K.). Die schweizerischen Wirtschaftsvertretungen im 
Ausland. Berne : Verlag A. Franck© AG, 1944. 9 # . Pp. x + 136. 

[This specialised monograph on the assistance given to Swiss exporters by 
corporate representatives abroad is well written and informative. The first 
half deals with the official consular agencies, the second with the non-official 
ones, established by the Swiss Institute for Export Encouragement and by the 
Swiss Chambers of Commerce abroad. The book makes one wish for a similar 
study for British agencies abroad, specially in view of the present importance 
of the export drive. Better still, a comparative international volume might 
throw light on the different methods adopted by the leading economic countries 
to further their exports and their relative success.] 


Official. 

British. 

Capital, Repair and Maintenance Expenditures of Business Enter- 
prises in Canada. Ottawa : King's Printer and Controller of Station- 
ery, 1946. 9^. Pp. 31. 

[This is a most important small pamphlet, for it describes the methods 
used in Canada and assesses tho extent of the success in obtaining forecasts of 
the gross investment for 1946. This is a problem of first-rate importance both 
in the U.K. and in other countries whore it is proposed to maintain full employ- 
ment through planning and control of investment, and the Canadian methods 
and experience should be carefully studied.] 

India. Guide to Current Official Statistics. Vol. I. Production 
and Prices. By S. Subramanian. Delhi : Manager of Publications, 

1945. 9i". Pp. 144. 4a. 

[The chief improvements in this annual publication are an appendix on the 
revised All-India index of wholesale food prices and a critical study of the 
various Provincial series of cost of living index numbers.] 

Manpower and Material Requirements for a Housing Program 
in Canada. Ottawa : King's Printer and Controller of Stationery, 

1946. 9£'. Pp. 137. 50 cents. 

[This is a very full and detailed statistical study of the various materials, 
fitments, and man-power requirements in terms of a housing target varying in 
dimensions from 60,000 to 80,000 units per year. The result of the enquiry is 
to show that a target of 60,000 houses is well within Canada’s productive 
capacity.] 


Reconversion, Modernization and Expansion. Progress and Pro- 
grams in Selected Canadian Manufacturing Industries, 1945-1947. 
Ottawa : Department of Reconstruction and Supply, 1946, 13J". 

Pp. 105. 


[Is it simply that Canada is on a smaller and more manageable scale that 
enables that enterprising country to provide all the information and statistical 
analysis which we would so dearly like to have and so patently laok ? Here is 
a full, detailed, statistical analysis of a 40% sample of the progress of the various 
Canadian industries with their reconstruction plans, information as to what 
they are doing, how far they are held up by shortages, the course of employ- 
ment in total and sometimes in particular plants. About three-eighths of all 
plants required reconversion before peace-time production could start. About 
half of these had finished reconversion by the end of February, 1946. Of the 
remainder over half expected to have finished by last August, and over four- 
fifths by the end of 1946. Plans for modernisation cure reported and are analysed 
by size of plant, and the possible effects on employment are also stated.] 
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Sooial and Economic Planning Council. First Annual Report for 
the Tear ended 30th September, 1946. Pretoria : Government 
Printer, 1946. 13'. Pp. 4. 6d. 

[This is a first report of the Council, setting out very briefly the work that has 
currently been undertaken, some of which has been published, other of which 
is still in preparation. One very interesting administrative' arrangement emerges. 
The Union Prime Minister has agreed that the professional staff of the Council 
shall provide services for Government Commissions and Committees when such 
services are required. The Council will thereby accumulate and have ready 
access to all the statistical and factual material that is a by-product of such 
investigations. Similar arrangements in this country would well deserve con- 
sideration.] 

Social and Economic Planning Council. Report No. 7. Taxation* 
and Fiscal Policy. Pretoria : Government Printer, 1945. 121*. 
Pp. 74. 8 s.6d. 

[A very full and detailed discussion, at a high level of economic competence, 
of the whole fiscal system of the Union.] 

Southern Rhodesia. Fourth Report on the Census of Industrial 
Production, 1938-1944. Salisbury : Department of Statistics, 1946. 
13'. Pp. 38. 

[The fourth report of the Census of Industries of Southern Rhodesia. For 
the first time tho gross output of factory and workshop industries exceeds £10 
millions.] 

Summary of Report No. 7 of the Social and Economic Planning 
Council entitled Taxation and Fiscal Policy . Pretoria : Government 
Printer, 1946. 13'. Pp. 8. 6d. 

[This is a much abbreviated summary of the large report noted above.] 

Working Party Reports. Hosiery. (Pp. 224. 3s. 6 d.) Boots 
and Shoes. (Pp. 190. 3s. 6d.) Cotton. (Pp. 278. 3s. 6 d.) Pot- 
tery. (Pp. 49. Is. 3d.) London : H.M. Stationery Office, 1946. 
9i'. 

(To be reviewed.] 


American. 

Office of Economic Stabilization. Report of the President’s Com- 
mittee on the Cost of Living. Washington, D.C. : U.S. Government 
Printing Office, 1946. 9'. Pp. 421. 

[This volume includes a main report by the Chairman of the Committee 
(Mr. W, H. Davis) and certain reservations by tho labour representatives on the 
Committee together with a large number of supporting documents including 
appraisals of the cost-of-living index of the Bureau of Labour by a special Com- 
mittee of the American Statistical Association and by a technical Committee 
composed of Wesley Mitchell, Simon Kuznets and Margaret Reid.] 


Finnish. 

Statistisk Arsbok for Helsingfors Stad, 1944-46. Helsiiigfors : 
Municipal Bureau of Statistics, 1946. 9$'. Pp. xvi -f- 484. 

[The Statistical Year-book of the City of Helsingfors.] 

International . 

Bank for International Settlements. Sixteenth Annual Report. 
1st April, 1945-31st March, 1946. Basle : Bank for International 
Settlements, 1946. 12'. Pp. 66. 

[To be reviewed.] 
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Conditions of Private Foreign Investment. League of Nations 
(London : Allen & Unwin), 1946. 9". Pp. 46. 2 s. 

[The report of an expert committee of the League that was appointed to 
study the essential principles that should guide both those who are investing 
abroad and those who are seeking to obtain capital. They first analyse the 
incentives to foreign investment ana then study problems of transfer and debtor- 
creditor relations first in terms of fixed-interest investment and then in terms of 
equity or direct investment. The issues of taxation, employment of foreigners 
and foreign experts, labour conditions, property laws, public utility concessions 
all come under survey. 1 

Fiscal Committee. Report on the Work of the Tenth Session of 
the Committee. Geneva : League of Nations (London : Allen & 
Unwin), 1946. 9*'. Pp. 79. 2s. 6 d. 

[The main work of the Committee was the drafting of model bilateral tax 
conventions, which are printed as an annex to this report.] 

The League Hands Over. Geneva : League of Nations (London : 
Allen & Unwin), 1946. 9J*. Pp. 126. 2s. 

[A record of the final session of the Assembly of the League of Nations, 
with extracts from the speeches devoted almost exclusively to tho question of 
tho measure of success or failure achieved by tho League.] 

Raw-Material Problems and Policies. Geneva : League of 
Nations (London : Allen & Unwin), 1946. 9*. Pp. 113. 4 s. 

[To be ro viewed.] 

The War and Women’s Employment. The experience of the 
United Kingdom and the United States. Montreal and London: 
International Labour Office, 1946. 9\ Pp. vii + 287. 65 . 

[This report includes two parallel studies — the first for tho U.K. and the soCbnd 
for the U.S.A. — of women’s work in war-time. The U.K. section covers such 
questions as methods of recruitment, part-timo work, policy with regard to 
female employment during the reconstruction period, training, typos of work 
performed, membership of trade unions, farm work, domestic employment, 
nursing, teaching, work in the Civil Service, tho auxiliary sorvices. Tho U.S. 
section folio wa a very similar pattern.] * 

Wartime Labour Conditions and Reconstruction Planning in 
India. Montreal and London : International Labour Office, 1946. 
9". Pp. 112. 2s. 

[This report providos, inter alia , the best and most readily available account 
of the extent ana directions of industrial development m India duri/ig the war, and 
of tho Government’s plans for future industrial development.] 
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